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PREFACE 


In  writing  this  book  we  have  endeavoured  to  produce  a  Work 
on  Elementary  Book-keeping  which  deals  with  the  subject 
entirely  from  a  practical  point  of  view.  At  the  same  time  we 
have  written  it  as  clearly  and  simply  as  possible  in  order  that 
it  can  be  profitably  used  by  young  students  studying  book- 
keeping for  the  first  time. 

We  have  included  a  good  deal  of  matter  which  every  young 
man  entering  business  should  know,  which  strictly  does  not 
come  under  the  heading  of  book-keeping.  We  have  done  this 
since  it  is  impossible  for  any  one  to  understand  the  principles  of 
book-keeping  without  having  some  general  knowledge  of  business 
procedure. 

Numerous  illustrations  have  been  included  dealing  with  every 
point,  and  these  have  been  purposely  kept  as  short  as  possible 
so  as  to  enable  the  student  to  follow  them  easily  in  reading  the 
text. 

We  have  added  an  Appendix  containing  a  series  of  graduated 
problems  with  key  answers,  which  we  hope  will  be  found  useful. 

It  is  with  pleasure  that  we  have  to  acknowledge  the  material 
assistance  afforded  to  us  by  our  partner  Mr.  A.  F.  Saunders, 
Chartered  Accountant,  in  the  preparation  of  this  book. 

Ernest  Evan  Spicer. 
Ernest  Charles  Pegler. 

60,  Watling  Street, 
London,  E.C. 
January  19 14. 
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CHAPTER    I 

DOUBLE   ENTRY    BOOK-KEEPING 

§  i. — The  Object  of  Keeping  Accounts 

The  object  of  Book-keeping  is  to  record  every  transaction  of  a 
business  which  involves  the  transfer  of  value.  If  all  records 
are  properly  made  the  books  will  show  at  any  time  every 
transaction  which  has  taken  place,  and  from  them  can  be  de- 
termined the  result  of  carrying  on  business  for  any  period,  and 
the  financial  position  of  the  business  at  any  particular  date. 

In  nearly  every  case  where  a  new  business  is  started,  money 
or  value  has  to  be  brought  in  for  the  services  of  the  business 
to  enable  it  to  be  carried  on.  This  money  or  value  is  known 
as  *  Capital.' 

By  keeping  books  the  proprietor  of  the  business  is  enabled 
to  ascertain  the  fluctuations  to  which  his  Capital  has  been  sub- 
jected over  any  period  ;  since,  if  he  has  made  profits  by  trading, 
his  Capital  will  thereby  be  increased,  and  if  he  has  made  a  loss 
on  trading,  or  if  he  has  withdrawn  money  for  his  personal  use, 
his  Capital  will  be  diminished.  In  the  case  of  a  private  in- 
dividual, Capital  is  represented  by  the  excess  of  assets  over 
liabilities. 

Books  of  Accounts,  when  properly  kept,  afford  the  following 
information  : 

(a)  The  amounts  owing  to  Creditors  by  the  business. 

(b)  The  amounts  owing  by  Debtors  to  the  business. 

(c)  Whether  the  business  is  being  conducted  at  a  Profit  or 
at  a  Loss. 

(d)  Particulars  of  the  Assets  and  Liabilities  of  the  business. 
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(e)  The  amount  of  Capital  in  the  business. 

These  results  are  obtained  by  recording  a  double  entry  in 
respect  of  each  transaction,  and  by  such  a  division  of  Accounts 
as  will  enable  the  various  classes  of  transactions  to  be  properly 
classified. 


§  2. — Double  Entry  Book-keeping 

Double  Entry  is  that  system  of  Book-keeping  which  takes 
advantage  of  the  fact  that  every  transaction,  that  can  be  re- 
corded in  terms  of  account,  has  two  aspects  ;  the  one  involving 
the  receiving  of  the  benefit  by  one  account  or  accounts,  and 
the  other  the  yielding  of  that  benefit  by  another  account  or 
accounts.  The  account  that  receives  the  benefit  is  debited, 
and  the  account  that  yields  the  benefit  is  credited  ;  and  so  one 
gets  as  a  result  a  Debit  for  every  Credit. 

As  an  illustration  of  this  rule,  assume  that  A  buys  goods 
from  B  worth  £500.  In  this  case,  from  the  point  of  view  of  A, 
and  for  the  purpose  of  recording  the  transaction  in  his  books, 
the  benefit  will  be  yielded  by^B's  Account,  and  will  be  received, 
from  the  point  of  view  of  A's  business,  by  the  Purchases  Ac- 
count ;  therefore  A  will  credit  B's  Account  and  will  debit  Pur- 
chases Account  with  the  value  of  the  goods. 

In  the  same  way,  when  A  pays  £500  to  B  in  respect  of  these 
goods,  a  benefit  will  be  yielded  by  A's  Cash  Account  and  will 
be  received  by  B's  Account ;  therefore,  in  A's  books  B  will  be 
debited  and  Cash  will  be  credited. 

The  Accounts  in  A's  Ledger  will  be  affected  by  these  trans- 
actions as  follows  : 


ILLUSTRATION 
Dr. 


A's  Books 
B's  Account 


Cr. 


Jan.  10 


To  Cash   . 


£ 
500 


Jan.  1 


By  Goods 


£ 
500 


Dr. 
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Purchases  Account 


Cr. 


Jan.  i 


ToB 


t 

500 


Dr. 


Cash  Book 


Cr. 


Jan.  10 


ByB 


i 

500 


§  3.— The  Ledger 

The  Ledger  is  the  principal  book  of  account,  and  all  the  trans- 
actions which  take  place  are  eventually  recorded  therein.  It 
is  usually  in  the  following  form  : 


ILLUSTRATION 
Dr. 

c 

r. 

Date. 

Particulars. 

Fo. 

Amount. 

Date. 

Particulars. 

Fo. 

Amount. 

The  left-hand  side,  marked  '  Dr.,'  is  the  Debit  side,  on  which 
the  account  is  charged  or  debited ;  and  the  right-hand  side, 
marked  '  Cr.,'  is  the  Credit  side,  on  which  the  account  is  credited. 
Each  page  is  headed  with  the  name  of  the  person  concerned,  or 
if  the  account  is  an  Impersonal  Account,  with  the  name  of  the 
Nominal  or  Real  Account  concerned.  The  headings  of  the 
columns  shown  in  the  illustration  are  not  generally  given,  but 
are  placed  there  in  the  present  instance  by  way  of  explanation. 

When  an  entry  is  posted  from  a  Book  of  Prime  Entry,  the 
particulars  are  entered  on  the  proper  side  of  the  Ledger,  in  the 


THE    LEDGER  5 

appropriate  columns,  and  the  number  of  the  folio  or  page  of  the 
Prime  Entry  Book  is  inserted  in  the  folio  column  of  the  Ledger, 
the  Ledger  folio  being  inserted  in  the  folio  column  of  the  Prime 
Entry  Book.  It  is  thus  seen  on  reference  to  an  entry  in  the 
Book  of  Prime  Entry  to  what  page  of  the  Ledger  the  transaction 
is  posted,  and  by  reference  to  the  Ledger  entry  from  what  page 
of  the  Book  of  Prime  Entry  it  was  obtained.  Any  item  in  a 
Book  of  Prime  Entry  not  posted  will  show  a  blank  in  the  folio 
column,  and  is  thus  readily  discovered  upon  inspection. 

The  word  '  To  '  is  prefixed  to  each  entry  in  the  Particulars 
column  on  the  debit  side,  showing  to  what  other  account  the 
transaction  is  credited,  or  to  what  account  it  is  '  Dr.* ;  and  the 
word  '  By  '  is  prefixed  to  each  entry  on  the  credit  side,  showing 
by  what  other  account  the  transaction  is  affected,  or  by  what 
it  is  '  Cr.' 

It  is  usual  in  practice  to  have  separate  Ledgers  for  the  purpose 
of  classifying  the  various  classes  of  accounts.  In  many  cases 
the  subdivision  of  Ledgers  is  for  the  convenience  of  the  business 
generally,  especially  in  a  large  business,  where  it  is  desirable 
to  have  different  Sales  Ledgers  in  order  to  enable  the  sales  to 
be  readily  posted  to  the  Personal  Accounts  concerned.  If  all 
the  Personal  Accounts  were  kept  in  one  Ledger  the  work  of  a 
large  business  could  not  be  completed  within  the  necessary  time, 
since  only  one  man  at  a  time  can  work  on  one  Ledger,  whereas 
with  a  large  number  of  Ledgers  a  larger  staff  can  work  upon 
the  books  simultaneously. 

It  is,  however,  convenient  from  the  point  of  view  of  the  book- 
keeping itself  to  have  a  separate  Ledger  for  recording  accounts 
of  an  Impersonal  nature,  and  in  practice  it  will  usually  be  found 
that  the  Personal  Accounts  are  kept  quite  distinct  from  those 
accounts  which  show  the  result  of  carrying  on  business  or  the 
position  of  the  business. 


§  4  _The  Various  Classes  of  Accounts 

There  are  two  main  divisions  into  which  Ledger  Accounts 
naturally  fall,  i.e.  Personal  Accounts  and  Impersonal  Accounts, 
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Personal  Accounts  are  those  recording  transactions  that  affect 
persons. 

Impersonal  Accounts  are  those  recording  transactions  as  they 
affect  the  business,  and  not  as  they  affect  persons. 

Impersonal  Accounts  are  further  subdivided  into  two  classes, 
Real  and  Nominal. 

Real  Accounts  are  those  recording  the  possession  or  acquisi- 
tion of  assets. 

Nominal  Accounts  are  those  recording  the  Expenditure  or 
Income,  or  Profits  or  Losses  of  the  business.  Expenditure  or 
Losses  are  always  placed  on  the  debit  side  of  the  Nominal  Ac- 
count concerned,  while  Income  or  Profits  are  always  placed 
on  the  credit  side. 

Since  only  Nominal  Accounts  affect  the  ultimate  Profit  or 
Loss  for  a  period,  it  is  imperative  that  this  subdivision  of 
accounts  should  be  properly  understood.  The  balances  of 
accounts  which  record  Expenditure,  Losses,  Income,  or  Profits, 
are  combined  in  the  Profit  and  Loss  Account  to  show  the  result 
of  carrying  on  the  business  during  a  period  ;  while  the  balances 
of  Personal  or  Real  Accounts  are  combined  in  the  Balance  Sheet 
to  show  the  state  of  affairs  of  the  business  at  a  given  date. 


§  5.— The  Books  of  Prime  Entry 

It  would  be  possible  to  ascertain  the  result  of  carrying  on  a 
business  by  entering  transactions  direct  into  the  Ledger  so 
long  as  the  double  entry  involved  was  completed  ;  but  this 
should  not  be  done  in  practice,  as  it  would  necessitate  an  enormous 
amount  of  detail  being  entered  in  the  Ledger,  and,  in  addition, 
would  render  it  more  easy  for  errors  in  posting  to  arise  than  is 
the  case  where  transactions  are  first  entered  in  a  suitable  Book 
of  Prime  Entry.  Proper  room  for  expansion  should  be  pro- 
vided in  all  systems  of  Book-keeping,  and  for  this  purpose  it  is 
essential  that  no  entry  should  be  made  in  the  Ledger  except 
as  a  posting  from  one  of  the  Prime  Entry  Books.  These  Prime 
Entry  Books,  so  far  as  a  Trader's  business  is  concerned,  are 
usually  as  follows  : 
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(a)  Sales  Day  Book  (or  Sales  Journal). 

(b)  Bought  Day  Book  (or  Bought  Journal). 

(c)  Sales  Returns  Book  (or  Credit  Book). 

(d)  Bought  Returns  Book. 

(e)  Journal. 
(/)  Cash  Book. 

(a)  Sales  Day  Book 

In  the  Sales  Day  Book  all  Credit  Sales,  as  they  are  made, 
will  be  entered.  Each  entry  will  consist  of  the  Date,  Name, 
and  Address  of  the  person  to  whom  the  goods  are  sold,  a  de- 
scription of  the  goods  sold,  Weight  and  Price,  and  the  Total 
amount  of  each  transaction  will  be  extended  into  the  accounting 
column. 

The  items  to  be  entered  in  this  book  will  be  debited  in  detail 
to  the  Ledger  Accounts  of  the  Customers  concerned,  and  periodi- 
cally, say  every  month,  the  book  will  be  cast  and  the  Total  of 
the  sales  for  the  period  will  be  posted  to  the  credit  of  the  Sales 
Account  in  the  Ledger. 

(b)  Bought  Day  Book 

In  the  Bought  Day  Book  all  Credit  Purchases,  as  they  are 
made,  will  be  entered.  Each  entry  will  consist  of  the  Date, 
the  Name  of  the  person  from  whom  the  goods  were  bought, 
a  description  of  the  goods  bought,  Weight  and  Price,  and  the 
Total  amount  of  each  transaction  will  be  extended  into  the 
accounting  column. 

The  items  to  be  entered  in  this  book  will  be  credited  in  detail 
to  the  Ledger  Accounts  of  the  Creditors  concerned,  and  periodi- 
cally, say  every  month,  the  book  will  be  cast,  and  the  Total  of 
the  purchases  for  the  period  will  be  posted  to  the  debit  of  the 
Purchases  Account  in  the  Ledger. 

(c)  Sales  Returns  Book 

It  often  happens  that  a  customer  to  whom  goods  have  been 
sold  returns  the  goods  for  some  reason  or  other,  e.g.  the  goods 
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may  not  be  up  to  sample,  or  may  not  be  of  the  proper  class 
of  goods  ordered,  or  may  have  become  damaged  in  transit. 

In  such  a  case  the  goods  are  entered  in  the  Sold  Returns  Book. 
If  the  customer  has  been  debited  with  the  goods  wlien  they  are 
sent  out  to  him,  he  must  naturally  be  credited  with  goods  when 
they  are  returned  by  him  ;  so  that  all  transactions  entered  in 
the  Sales  Returns  Book  will  be  posted  to  the  credit  of  the 
Individual  Customer's  accounts  in  detail,  and  the  total  will 
periodically,  say  every  month,  be  posted  to  the  debit  of  the 
Sales  Returns  Account  in  the  Ledger. 

This  book  is  sometimes  known  as  the  Credit  Book. 

(d)  Bought  Returns  Book 

If  goods  purchased  prove  to  be  defective  or  not  up  to  sample, 
or  have  been  damaged  in  transit,  or  for  some  other  reason  it  is 
necessary  to  return  them  to  the  person  from  whom  they  were 
bought,  they  will  be  entered  in  the  Bought  Returns  Book. 

As  the  Creditor  was  credited  with  the  goods  when  they  were 
purchased  from  him,  he  must  naturally  be  debited  with  goods 
when  they  are  returned  to  him  ;  so  that  each  transaction  entered 
in  the  Bought  Returns  Book  will  be  posted  to  the  debit  of  the 
account  of  the  person  from  whom  the  goods  were  originally 
bought,  and  the  total  will  periodically,  say  every  month,  be 
posted  to  the  credit  of  Bought  Returns  Account  in  the  Ledger. 

(e)  Journal 

The  use  of  the  Journal  is  to  record  the  first  entry  of  all  trans- 
actions which  cannot  be  placed  in  any  other  Book  of  Prime 
Entry.  As  far  as  possible  transactions  are  classified  in  particular 
books  of  Prime  Entry,  but  there  are  some  transactions  for  which 
no  separate  book  is  in  use,  and  these  must  be  recorded  in  the 
Journal  before  being  entered  in  the  Ledger. 

The  entry  in  the  Journal  shows  the  date  of  the  transaction, 
the  account  to  be  debited,  and  the  account  to  be  credited,  to- 
gether with  a  short  explanation  of  the  entry,  termed  '  Narrative/ 

Thus  if  it  is  desired  by  A  to  charge  T.  Atkinson  with  5  per 
cent,  interest  for  three  months  on  his  overdue  account  of  £1,000, 
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the  prime  entry  must  be  made  in  the  Journal,  and  will  appear 
as  follows  : 


ILLUSTRATION 


Journal 


Date. 

Particulars. 

Fo. 

Dr. 

Cr. 

1914 
Mar.  31 

T.  Atkinson         .          .          .     Dr. 

To  Interest 
Being  3  months'  interest  to  date  on 
account  overdue 

£    s.    d. 
12  10    0 

£    s.   d. 
12  10    0 

and  from  this  entry  postings  will  be  made   to   the  debit  of 
T.  Atkinson's  Account  and  to  the  credit  of  Interest  Account. 


(/)  Cash  Book 

The  Cash  Book  is  utilized  to  record  the  receipt  and  payment  of 
cash. 

Upon  the  debit  side  of  the  Cash  Book  all  Receipts  will  be 
entered,  and  on  the  credit  side  all  Payments  recorded,  in  order 
of  date. 

From  these  entries  postings  will  be  made  to  the  accounts  con- 
cerned, each  item  appearing  on  the  debit  side  of  the  Cash  Book 
being  posted  to  the  credit  side  of  the  proper  account  in  the 
Ledger,  and  each  item  on  the  credit  side  of  the  Cash  Book  being 
posted  to  the  debit  side  of  the  proper  account  in  the  Ledger. 

It  will  be  shown  subsequently  that  the  Cash  Book  can  be, 
and  usually  is,  framed  so  as  to  record  Discounts  ;  and  it  can 
also  be  so  ruled  as  to  discriminate  between  Cash  in  Hand  and 
Money  at  Bank.  For  the  moment,  however,  it  is  sufficient  to 
emphasize  the  fact  that  all  Receipts  will  be  entered  on  the  debit 
side  of  the  Cash  Book,  and  all  Payments  on  the  credit  side 
of  the  Cash  Book. 

The  Cash  Book — though  used  as  a  book  of  prime  entry — is 
really  part  of  the  Ledger  bound  separately  for  convenience  ;  and 
in  consequence  any  balance  thereon  forms  part  of  the  Trial 
Balance. 
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§  6.— The  Trial  Balance 

When  all  transactions  have  been  entered  in  the  proper  books 
of  prime  entry,  and  when  all  postings  have  been  made  from  the 
books  of  prime  entry  to  the  Ledgers,  a  Trial  Balance  should  be 
taken  out  to  ensure  that  the  books  are  arithmetically  correct 
before  the  Final  Accounts  (i.e.  the  Profit  and  Loss  Account 
and  Balance  Sheet)  are  compiled. 

In  order  to  take  out  a  Trial  Balance  every  account  in  the 
Ledgers  is  examined,  and  if  the  total  of  one  side  of  any  account 
is  greater  than  the  total  of  the  other  side  there  is  said  to  be  a 
Balance  on  the  Account.  Where  the  total  of  the  debit  side 
exceeds  the  total  of  the  credit  side  there  is  a  Debit  Balance,  and 
when  the  converse  is  the  case  there  is  a  Credit  Balance.  In  every 
case  where  a  balance  is  shown  the  name  and  folio  of  the  account 
should  be  written  on  the  Trial  Balance  Sheet  and  the  amount 
of  the  balance  entered  in  the  appropriate  money  column,  i.e. 
if  it  is  a  Debit  Balance  in  the  first  or  debit  column,  or  if  it  is  a 
Credit  Balance  in  the  second  or  credit  column.  Where  the 
two  sides  of  an  account  are  of  equal  value  no  entry  need  be  made 
in  respect  thereof  in  the  Trial  Balance.  For  the  purpose  of 
the  Trial  Balance  the  Cash  Balance  must  be  treated  as  a  Ledger 
Balance. 

A  Trial  Balance  may  therefore  be  said  to  be  a  Statement  of 
the  balances  in  a  Ledger  or  set  of  Ledgers  at  a  given  date  after 
the  completion  of  the  postings.  The  Debit  Balances  are  entered 
in  one  column  and  the  Credit  Balances  in  another  ;  if  the  totals 
of  the  two  columns  agree  the  book-keeping  is  prima  facie 
correct. 

A  Trial  Balance  serves  not  only  to  indicate  the  arithmetical 
correctness  of  the  book-keeping,  but  is  also  essential  for  the 
purpose  of  compiling  Final  Accounts.  It  is  therefore  necessary 
that  the  book-keeper  should  be  able  to  distinguish  the  nature  of 
each  balance  so  that  he  can  classify  them  correctly.  The  debit 
balances  will  be  either  Assets,  Expenses,  or  Losses  ;  credit  bal- 
ances will  be  either  Liabilities,  Income,  or  Profits. 
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§  7- 


—The  Profit  and  Loss  Account 


The  result  of  carrying  on  business  during  a  given  period  is 
arrived  at  by  means  of  a  Profit  and  Loss  Account.  The  debit 
side  of  this  account  is  made  up  by  transferring  to  it  the  debit 
balances  shown  on  the  Nominal  Accounts,  representing  Expenses 
or  Losses,  while  the  credit  side  is  made  up  by  transferring  thereto 
the  credit  balances  on  the  Nominal  Accounts,  representing 
Income  or  Profits,  the  result  being  that  the  Nominal  Accounts 
themselves  are  closed  off.  For  instance,  if  at  the  time  when  a 
Trial  Balance  was  taken  there  was  a  debit  of  £30  on  Wages 
Account  and  a  debit  of  £25  on  Salaries  Account,  these  would  be 
closed  off  to  the  Profit  and  Loss  Account  in  the  following  way  : 


ILLUSTRATION 
Dr. 


Wages 


Cr. 


Jan.    1 
..       8 

To  Cash 
#»      11           • 
11      11 

£    s.  d. 
10    0    0 
10    0    0 
10    0    0 

Jan.  31 

By  P.  and  L.  a/c    . 

£     s.   d. 

30     0     0 

30    0    0 

30     0     0 

Dr. 


Salaries 


Cr. 


Jan.  31 


To  Cash 


£     s.   d. 
25     0     0 

Jan.  31 

By  P.  and  L.  a/c 


£     *•   d. 

25     o     o 


Dr. 


Profit  and  Loss  Account 


Cr. 


To  Wages 
,,   Salaries 


£     5.  d. 

3°     °     ° 
25     0     0 

- 

It  is  therefore  of    the    utmost    importance  that  the  book- 
keeper should  be  able  to  recognize  which  of  the  balances  in 
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a  Trial  Balance  relate  to  Nominal  Accounts ;  because,  as 
already  indicated,  the  Nominal  Accounts  show  what  Profit  or 
Loss  has  been  made,  and  it  is  from  these  alone  that  the  Profit 
and  Loss  Account  is  made  up.  The  remaining  balances  repre- 
sent Assets  or  Liabilities,  and  it  is  from  these  that  the  Balance 
Sheet  is  prepared. 

Credit  balances  represent  either  Profits  or  Income,  in  which 
case  they  are  closed  off  to  the  Profit  and  Loss  Account ;  or 
Liabilities,  in  which  case  they  will  appear  upon  the  Balance 
Sheet.  Debit  balances  represent  Expenses  or  Losses,  in  which 
case  they  are  closed  off  to  the  Profit  and  Loss  Account ;  or 
Assets,  in  which  case  they  will  appear  upon  the  Balance  Sheet. 

(a)  Trading  Account 

The  first  part  of  the  Profit  and  Loss  Account  is  termed  the 
Trading  Account,  and  is  made  up  by  the  transfer  of  such  Nominal 
Balances  as  relate  to  the  purchase  and  sale,  or  to  the  manufacture 
and  sale,  of  goods.  After  the  Stock  in  Trade  at  the  beginning 
and  end  of  the  period  under  review  has  been  adjusted,  the  balance 
represents  the  gross  Profit  or  Loss  on  manufacture  or  trading. 
The  following  is  a  specimen  of  a  Trading  Account : 


ILLUSTRATION 
Dr. 

Trading 

Account 

O. 

To  Stock     at     com- 
mencement 
,,   Purchases  ^10,750 
Less  Returns     200 

,,  Wages 

„   Gross  Profit 

£       *•    *- 
1 ,000     0     0 

10,550     0     0 

12,000     0     0 
7,680     0     0 

By  Sales           3630.560 
Less  Returns      480 

£       s.  d. 

30,080     0     0 

1,150     0     0 

,,    Stock  at  close 

31,230     0     0 

31,230     0     0 

All  the  items  shown  in  this  account,  with  the  exception  of  the 
Stock  at  Close  and  the  Gross  Profit,  find  their  way  thereto  by 
the  transfer  of  balances  from  Nominal  Accounts,  such  accounts 
being  closed  off  at  the  time  the  Trading  Account  is  prepared. 
The  Stock  at  Close,  after  the  value  thereof  has  been  ascertained, 
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is  credited  to  the  Trading  Account  and  debited  to  the  Stock 
Account  in  the  Ledger,  the  debit  balance  of  the  Stock  Account 
being  treated  as  an  Asset  for  the  time  being  and  forming  the 
Stock  at  Commencement  for  the  next  period. 

The  Gross  Profit  is  carried  down  to  the  second  part  of  the 
Profit  and  Loss  Account,  so  that  the  double  entry  in  respect 
thereof  is  completed. 

(b)  The  Profit  and  Loss  Account 

The  Profit  and  Loss  Account  will  start  on  the  credit  side  with 
the  Gross  Profit,  as  ascertained  by  the  Trading  Account,  and  will 
be  debited  with  the  Expenses  of  Distribution  and  of  carrying 
on  the  business  generally.  The  result-  shown  by  this  account 
will  be  a  Net  Profit  if  the  credit  side  exceeds  the  debit  side,  or 
a  Net  Loss  if  the  debit  side  exceeds  the  credit  side. 

§  8  _The  Capital  Account 

In  Double  Entry  book-keeping  the  Capital  Account  is  regarded 
as  a  Liability  from  the  point  of  view  of  the  business  as  a  separate 
entity,  and  represents  the  amount  due  by  the  business  to  its 
Proprietor.  Usually  a  separate  account  is  kept  for  the  purpose 
of  recording  transactions  between  the  business  and  the  Pro- 
prietor, such  transactions  being  entered  into  a  Current  Account 
as  distinct  from  the  Capital  Account. 

The  Current  Account  will  be  debited  with  all  sums  drawn  out 
by  the  Proprietor  for  his  private  use,  the  same  being  credited 
in  the  Cash  Book  as  they  are  drawn.  When  a  Profit  and  Loss 
Account  is  made  up  the  balance  thereon  is  transferred  to  the 
Current  Account  of  the  Proprietor.  If  there  is  a  Profit,  the 
credit  side  of  the  Profit  and  Loss  Account  will  exceed  the  debit 
side,  and  so  the  balance  will  be  entered  on  the  debit  side  of  the 
Profit  and  Loss  Account  (thus  closing  it  off)  and  credited  to  the 
Current  Account  of  the  Proprietor.  If  a  Loss  has  been  incurred 
the  procedure  will  be  exactly  the  converse. 

§  9  —The  Balance  Sheet 

In  order  to  ascertain  at  any  given  date  the  financial  position 
of  a  business  where  the  accounts  have  been  kept  by  double 
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entry,  a  Balance  Sheet  is  compiled.  This  is  a  classified  summary 
of  the  balances  remaining  open  in  a  set  of  books  after  the  Profit 
and  Loss  Account  has  been  prepared,  and  including  in  some 
form  or  other  the  balance  of  that  account,  generally  so  arranged 
as  to  show  the  Assets  upon  the  right-hand  side  and  the  Liabilities 
upon  the  left-hand  side. 

The  term  '  Assets  '  is  employed  to  include  all  the  various 
classes  of  property  belonging  to  the  business,  while  the  term 
'  Liabilities  '  is  employed  to  represent  the  total  of  all  sums  of 
money  due  by  the  business.  If  the  total  of  the  Assets  exceeds 
the  total  of  the  Liabilities  to  outside  Creditors,  the  surplus,  in 
the  case  of  an  Individual  Trader  or  of  a  Firm,  is  termed  '  Capital.' 
If,  on  the  other  hand,  the  Liabilities  to  outside  Creditors  exceed 
the  Assets  there  is  a  Deficiency  of  Capital.  The  Capital,  however, 
as  stated  above,  is  frequently  represented  by  two  accounts, 
Capital  Account  and  Current  Account,  and  in  regarding  Capital 
as  the  Excess  of  Assets  over  Liabilities,  both  these  Accounts  must 
be  taken  into  consideration. 

It  will  be  remembered  that  the  balance  of  the  Profit  and 
Loss  Account  is  transferred  to  the  Current  Account  of  the  Pro- 
prietor, and  the  inclusion  of  the  final  balance  of  the  Current 
Account  with  all  the  remaining  balances  should  cause  both  sides 
of  the  Balance  Sheet  to  agree,  thus  proving  the  arithmetical 
correctness  thereof. 

§  10. — Illustration 

The  following  illustration  of  transactions  shows  in  simple 
form  the  rulings  of  the  principal  books  and  accounts.  These 
transactions  are  first  entered  in  the  proper  books  of  prime  entry, 
i.e.  Sales  Day  Book,  Bought  Day  Book,  Journal,  and  Cash  Book. 
They  are  then  posted  to  the  Ledger,  and  a  Trial  Balance  is 
extracted  from  the  Ledger  and  Cash  Book. 

Subsequently  a  Trading  Account,  Profit  and  Loss  Account, 
and  Balance  Sheet  are  prepared,  the  work  done  after  the  Trial 
Balance  has  been  agreed  being  shown  in  italics,  so  that  it 
may  be  seen  clearly  how  the  Final  work  is  performed  on  the 
books. 
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1914 


Jan. 


The  following  are  the  transactions  of  Henry  Douglas  for  the 
month  of  January  1914.  Enter  into  the  proper  books  of  prime 
entry,  post  to  Ledger  Accounts,  take  out  Trial  Balance,  and 
prepare  Trading  and  Profit  and  Loss  Account  and  Balance  Sheet. 

Cash  (Capital)  paid  to  Bank    . 

Bought  Stationery  for  Cash     . 

Bought  goods  for  Cash   . 

Bought  Postage  Stamps 

Sold  goods  for  Cash 

Bought  Office  Furniture  from  R.  Smitli 

Sold  goods  to  W.  White 

Sold  goods  to  J.  Muirhead 

Received  cheque  from  W.  White 

J.  Muirhead  paid  on  account  . 

Paid  R.  Smith        .... 

Bought  goods  from  R.  Fleming 

Sold  goods  to  S.  Fish 

Sold  goods  to  T.  Brown 

Received  cash  from  S.  Fish    . 

Bought  goods  from  J.  Monro 

Received  cash  from    J.   Muirhead   further 

on  account  .... 

Paid  R.  Fleming  on  account  . 
Paid  Salaries  .... 

Henry  Douglas  drew  for  private  use 
Rent  owing  not  yet  paid 

Stock  on  hand,  ^192. 


1. 

2. 
3- 
5- 
6. 

10. 

13. 

15. 

17. 

20. 

31. 

22. 

24. 
28. 

29. 

30. 

31. 


£ 

s. 

d. 

.     600 

0 

0 

5 

0 

0 

200 

0 

0 

2 

0 

0 

100 

0 

0 

•       75 

0 

0 

.       64 

0 

0 

.      136 

0 

0 

•       64 

0 

0 

•       75 

0 

0 

•       75 

0 

0 

.     210 

0 

0 

•      155 

0 

0 

.       60 

0 

0 

100 

0 

0 

.       62 

0 

0 

.       25 

0 

0 

.     no 

0 

0 

20 

0 

0 

20 

0 

0 

10 

0 

0 

Fo.  1 

Bought  Day  Book 

1914 

Jan. 21 

„     28 

R.  Fleming          ...... 

J.  Monro    ....... 

9 
10 

210    0    0 
62    0    0 

272    0    0 

Fo.  4 

Note. — All  credit  purchases  are  entered  in  this  book.  From  the  point 
of  view  of  the  business  the  Purchases  Account  receives  a  benefit  from 
each  of  the  persons  from  whom  goods  are  bought ;  therefore  each  item 
is  credited  to  the  account  of  the  person  concerned,  and  the  total  for  the 
month  is  debited  to  Purchases  Account. 
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Fo.  i 

Sales  Day  Book 

1914 
Jan.  10 

»»     13 

,,     22 
„     24 

W.  White  . 
J.  Muirhead 
S.  Fish 
T.  Brown  . 

12 
13 
'4 

£      *.    d. 

64  0  0 
136  0  0 
155     0     0 

60     0     0 

415     0     0 

Fo.  3 

Note. — All  credit  sales  are  entered  in  this  book.  From  the  point  of 
view  of  the  business  the  Sales  Account  imparts  a  benefit  to  each  of  the 
persons  to  whom  goods  are  sold  ;  therefore  each  item  is  debited  to  the 
account  of  the  person  concerned,  and  the  total  for  the  month  is  credited 
to  Sales  Account. 


Fo.  1 

Journal 

1914 
Jan.    6 

Office  Furniture  ,          .          .     Dr. 

To  R.  Smith     .... 
Being  Office  Furniture  bought  this 

day 

7 

8 

16 

£     s.  d. 

75     0     0 

£    s.  d. 

75     0     0 

Jan.  31 

Rent Dr. 

To  Landlord      .... 
Being  rent  due  not  yet  paid 

10     0     0 

10     0     0 

Note. — No  other  books  of  prime  entry  being  available  for  the  classifica- 
tion of  these  transactions,  they  are  entered  in  the  Journal,  in  such  a  way 
that  it  can  be  seen  in  respect  of  each  transaction  what  account  is  to  be 
debited  and  what  account  is  to  be  credited. 

In  the  first  transaction  Office  Furniture  Account  receives,  from  the 
point  of  view  of  the  business,  a  benefit  from  R.  Smith  ;  Office  Furniture 
Account  is  therefore  debited  and  R.  Smith's  Account  is  credited. 

In  the  second  transaction  the  use  of  the  premises  is  a  service  rendered 
by  the  landlord,  which  from  the  point  of  view  of  the  business  is  received 
by  the  Rent  Account ;  therefore  the  Landlord's  Account  is  credited  and 
the  Rent  Account  is  debited. 

Items  in  the  debit  column  are  posted  to  the  debit  of  the  Ledger  in  the 
account  named,  and  items  in  the  credit  column  are  posted  to  the  credit 
of  the  Ledger  in  the  account  named. 


ILLUSTRATION    OF   TRANSACTIONS 
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Dr.     ] 

Fo.  1 

Cash  Book 

Cr. 

1914 

£   s.d. 

1914 

£   s.  d. 

Jan.    1 

To  H.  Douglas- 

Jan.    1 

By  Stationery 

S 

500 

Capital  A/c . 

1 

5oo  0  0 

11       2 

„  Purchases 

4 

200  0  0 

„       5 

,,  Sales. 

3 

100  0  0 

»       3 

,,  Postage 
Stamps   . 

5 

200 

.,     15 

„  W.  White   . 

11 

64  0  0 

„     20 

„  R.  Smith   . 

IS 

75  0  0 

„     17 

,,   J.  Muirhead 

12 

75  0  0 

1,     30 

,,  R.  Fleming 

9 

no  0  0 

,.     28 

„  S.  Fish 

M 

100  0  0 

..     3i 

„  Salaries    . 

•   6 

20  0  0 

.,     29 

,,   J.  Muirhead 

12 

25  0  0 

„  H. Douglas' 
drawings 

2 

20  0  0 

To  Balance 

V 

,,  Balance  . 

• 

532  0  0 

964  0  0 

}64  0  0 

Feb.    2 

532  0  0 

Note. — Cash  as  received  is  entered  on  the  debit  side,  and  subsequently 
posted  in  the  Ledger  to  the  credit  of  the  account  in  respect  of  which  it  has 
been  received 

Cash  as  paid  is  entered  on  the  credit  side,  and  subsequently  posted  in 
the  Ledger  to  the  debit  of  the  account  in  respect  of  which  it  has  been  paid. 

The  difference  between  the  two  sides  on  balancing  the  account  is  brought 
down,  and  being  in  this  case  a  debit  balance,  represents  an  asset,  i.e.  Cash 
at  Bank  or  in  hand. 


Dr.     Fo.  1 

H 

.  Douglas,  Capital  Account 

Cr. 

1914 
Jan.  1 

By  Cash     . 

C.B.  1 

£  s.d. 

5oo  0  0 
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H.  Douglas,  Current  Account 


Cr. 


1914 

Jan.  31 

»     3i 

To  Cash 
„   Balance 
c/down 

C.B.  I 
• 

£  s.d. 

20  0  0 

178  0  0 

1914 
Jan.  31 

Feb.    2 

ByP.&L.A/c 
Profit  trans- 
ferred 

By  Balance 

18 
• 

£  s.d 
ig8  0  0 

iq8  0  0 

198  0  0 

178  0  0 
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Dr.     . 

Po.  3 

Sales 

Cr. 

1914 
Jan.  31 

To   Trading 
Account 

18 

£    *•* 
Sis  0  0 

1914 

Jan.    5 

„     3i 

By  Cash    . 
,,  Sundries 

C.B.  1 
S.D.B.  I 

£  s.d. 
100  0  0 
415  0  0 

5i5  0  0 

515  0  0 

Dr.     Fo.  4 

Purchases 

Cr. 

1914 

Jan.    2 

,.     3i 

To  Cash     . 
„    Sundries 

C.B.    1 
B.D.B.  1 

£   s.d. 
200  0  0 
272  0  0 

1914 
Jan.  31 

By  Trading 
Account 

18 

£    s.d. 

4J2    0    0 

472  0  0 

472  0  0 

Dr.     Fo.  5 


Office  Expenses 


1914 

Jan.  1 
..     3 

To  Cash— 
„  Stationery 
,,  Postage 
Stamps 

C.B.  I 
C.B  .1 

£  s.d. 
500 
200 

1914 
Jan.  31 

By  P.  S>  L. 

A/c 

18 

£    s.d. 
700 

700 

j  0  0 

Dr.     Fo.  6 


Salaries 


1914 
Jan.  31 


To  Cash  . 


C.B.  1 


£s.d 
20  o  c 


1914 

Jan.  31 


ByP.&L.A'c 


£   s.d. 
18         20  o  o 
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Dr.    Fo.  7  Office  Furniture  Cr. 


1914 
Jan.  6 


To  R.  Smith 


J.  1 


£s.d. 
75  o  o 
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Rent 


Cr. 


1914 
Jan.  31 


ro  Landlord 


£  s.d. 
10  o  o 


1914 
Jan.  31 


ByP.&>L.A/c 
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£  s.d. 
10  o  o 


Dr. 

Fo.  9 

R.  Fleming 

Cr. 

I9H 
Jan.  30     To  Cash  . 
•«     31       .»  Balance 

C.B.  I 

no  0  0 
100  0  0 

1914 
Jan.  21 

Feb.    2 

By  Goods      b.d.b.  i 

£  s.d. 

210  0  0 

210  0  0 

By  Balance 

• 

210  0  0 

100  0  0 

Dr. 

Fo.  10 

J. 

Monro 

Cr. 

1914 

£  s.d. 

Jan. 28 

By  Goods 

B.D.B.  1 

62  0  0 
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Dr.     Fo.  ii  W.  White 


Cr. 


1914 
Jan. 10 


To  Goods 


S.D.B. 


£  s.d. 
64  o  o 


1914 

Jan.  15 


By  Cash 


C.B.  1 


£  s.d. 
64  o  o 


Dr. 

F0.12 

J.    MUIRHEAD 

Cr. 

1914 
Jan.  13 

To  Goods 
To  Balance 

S  D.B.   1 

V 

£  s.d. 

I36   O    O 

1914 

Jan.  17 
.,     29 
„    31 

By  Cash 
,,  Balance 

C.B.   1 
C.B.   1 

£  s.d. 

75  0  0 
25  0  0 
36  0  0 

136  0  0 

136  0  0 

Feb.    2 

36  0  0 
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S.  Fish 


Cr. 


1914 

Jan.  22 

To  Goods 
To  Balance 

S.D.B.  I 
• 

£  s.d. 
155  0  0 

155  0  0 

1914 
Jan.  28 
..     31 

By  Cash 
,,  Balance 

C.B.  1 

• 

£   s.d. 

100  0  0 

55  0  0 

155  0  0 

Feb.    2 

55  0  0 

Dr.     Fo.  14 


T.  Brown 


Cr. 


1914 
Jan.  24 


To  Goods 


S.D.B.   1 


£  s.d. 
60  o  o 
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Dr.     Fo.  15 

R 

Smith 

Cr. 

1914 
Jan*.  20 

To  Cash . 

C.B.  1 

£  '.* 

75  0  0 

1914 
Jan.  6 

By  Office  Furni- 
ture   . 

J.  1 

£  s.d. 
75  0  0 

Dr.    Fo.  16 


Landlord 


Cr. 


1914 
Jan.  31 


By  Rent. 


J.  1 


£  s.d. 
10  o  o 


Dr.     Fo.  17 


Stock  Account 


Cr. 


1914 
Feb.  2 


To  Trading 
A/c    . 

18 

£  s.d. 

192  0  0 

Trial  Balance 


Debit  Balances. 

Credit  Balances. 

£ 

5. 

d. 

£ 

5. 

d. 

C.B.         I 

Cash 

532 

O 

0 

L.             I 

H.  Douglas,  Capital 

600 

0 

0 

2 

H.  Douglas,  Current  Account 

20 

O 

0 

3 

Sales     ..... 

515 

0 

0 

4 

Purchases 

, 

472 

O 

0 

5 

Office  Expenses 

7 

O 

0 

6 

Salaries 

20 

O 

0 

7 

Office  Furniture 

75 

O 

0 

8 

Rent     . 

10 

O 

0 

9 

R.  Fleming   . 

100 

0 

0 

10 

J.  Monro 

.          , 

62 

0 

0 

12 

J.  Muirhead  . 

36 

O 

0 

13 

S.  Fish 

. 

55 

O 

0 

14 

T.  Brown 

. 

60 

O 

0 

IS 

Landlord 

• 

10 

0 

0 

1,287 

O 

0 

1,287 

0 

0 

Note. — In  extracting  the  balances  : 

(a)  All  accounts  on  which  the  total  debit  equals  the  total  credit  may 
be  ignored,  as  both  sides  being  equal  there  is  no  balance  on  the  account. 
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(b)  Where  the  total  of  the  debit  side  of  an  account  exceeds  the  total 
of  the  credit  side,  the  difference  is  a  debit  balance. 

(c)  Where  the  total  of  the  credit  side  of  an  account  exceeds  the  total 
of  the  debit  side,  the  difference  is  a  credit  balance. 

(d)  Debit  balances  are  entered  in  the  first  money  column,  and  credit 
balances  in  the  second  money  column,  respectively,  of  the  Trial  Balance. 

The  Trial  Balance  is  extracted  before  any  of  the  figures  shown  in  italics 
in  the  Ledger  are  entered,  and  the  agreement  of  the  totals  of  the  two 
columns  is  a  proof  of  the  arithmetical  accuracy  of  the  work  to  this  stage. 


Trading  and  Profit  and  Loss  Account  for  the  Month  ended 

3 ist  January,  1914 

Dr.     Fo.  18  Cr. 


To  Purchases 
,,   Balance,  being  Gross 
Profit  . 

4 
• 

6 
8 
5 

2 

£    s.d. 
472  0  0 

235  0  0 
707  0  0 

By  Sales  . 

„    Stock       at       31st 
January,  1914  . 

By    Balance    brought 
down 

3 
17 

• 

£    s.d. 
515  0  0 

192  0  0 

707  0  0 

To  Salaries  . 

„   Rent 

,,   Office  Expenses 

„   Balance,    being     Net 
Profit    carried     to 
Current  Account     . 

20  0  0 

10  0  0 

700 

ig8  0  0 

235  0  0 

235  0  0 

235  0  0 

Note. — In  preparing  the  Trading  and  Profit  and  Loss  Account,  the 
balances  of  the  nominal  accounts  are  entered  therein  on  the  same  side 
as  that  upon  which  they  appear  in  the  Trial  Balance,  a  corresponding 
entry  being  made  in  the  nominal  accounts  themselves,  which  are  thus 
closed  off. 

The  value  of  the  stock  on  hand  at  the  date  of  the  account  is  obtained 
by  preparing  an  inventory  and  valuation  thereof,  such  valuation  being 
entered  on  the  credit  side  of  the  Trading  Account,  and  debited  to  a  Stock 
Account  in  the  Ledger. 

The  gross  profit  shown  by  the  Trading  Account  is  carried  down  to  the 
credit  side  of  the  Profit  and  Loss  Account,  thus  completing  the  double 
entry  ;  and  the  final  net  profit  shown  by  the  Profit  and  Loss  Account  is 
carried  over  to  the  credit  side  of  the  Current  Account  of  the  Proprietor. 

The  Trading  and  Profit  and  Loss  Account  is  an  actual  Ledger  account, 
in  which  respect  it  differs  from  the  Balance  Sheet. 

The  Profit  and  Loss  Account  shows  what  profit  has  been  made  (in  this 
case  ^198)  and  exactly  how  it  has  arisen. 
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H.  Douglas 
Balance  Sheet  31ST  January  1914 


Liabilities 
Capital 

Current  Account,  Profit 
Less  Drawings 

Sundry  Creditors —     . 
R.  Fleming     . 
/.  Monro 
Landlord 


£   s.d. 

198  0  0 
20  0  0 

£    s.d. 
600  0  0 

178  0  0 

IJ2    0    0 

950  0  0 

100  0  0 
62  0  0 
10  0  0 

Assets 
Office  Furniture 
Stock 
Sundry  Debtors — 

/.  Muirhead 

S.  Fish 

T.  Brown 

Cash         • 


£s.d 


36  o  o 
55  o  0 
60  o  o 


£     s.d. 

75  o  o 

192  o  o 


151  o  o 

532  o  o 

950  o  o 


Note. — The  Balance  Sheet  is  made  up  after  adjusting  the  closing  stock 
and  transferring  the  net  profit  to  the  Proprietor's  Account. 

It  is  not  a  Ledger  Account,  but  a  statement  showing  the  position  of 
affairs  at  a  given  date  after  the  Profit  or  Loss  has  been  ascertained  and 
adjusted,  and  including  all  the  Ledger  Account  balances  then  open. 

It  will  be  found  that  all  the  items  shown  on  the  above  Balance  Sheet 
represent  actual  balances  brought  down  in  the  Ledger  and  Cash  Book. 

The  exact  financial  position  disclosed  by  the  above  Balance  Sheet  is 
that  the  Proprietor  has  Assets  (as  per  the  details  on  the  right-hand  side) 
worth  ^950,  he  owes  ^172,  and  his  interest  in  the  business  is  worth  ^778, 
represented  by  his  Capital  ^600  and  the  balance  of  his  Current  Account 
#78. 
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8. — Vouchers. 

9. — Cash  Sales. 
10. — Illustration. 
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CHAPTER   II 
THE  CASH   BOOK 

§  i. — Dealings  with  Cash 

The  majority  of  business  men  must  have  an  account  in  respect 
of  their  business  with  a  Banker,  and  so  long  as  the  Bank  con- 
cerned is  a  sound  institution,  the  Trader  is  thereby  relieved 
from  the  anxiety  incidental  to  retaining  a  large  amount  of  cash 
upon  the  premises,  while  at  the  same  time  he  is  able  to  call 
for  any  money  that  he  may  have  with  the  Banker  at  any  time 
that  he  requires  it. 

Every  business  does,  of  course,  retain  a  certain  amount  of 
ready  money  for  current  expenses,  but  it  cannot  be  too  strongly 
urged  that,  as  far  as  possible,  money  should  be  paid  into  the 
Bank  with  regularity,  and  that  all  Receipts  should  be  banked, 
and  all  Payments  other  than  Petty  Cash  payments  should  be 
made  by  cheque. 

It  is  essential  that  the  regulations  of  the  business  for  dealing 
with  money  should  provide  for  an  adequate  check  upon  all 
persons  through  whose  hands  money  passes,  and  all  cheques 
which  come  in  from  customers  should  as  soon  as  possible  be 
crossed  by  means  of  an  india-rubber  stamp  with  the  name  of 
the  Bank  and  the  Firm  receiving  such  cheque.  As  to  the  effect 
of  this  procedure  see  Chapter  VI,  §  10. 

§  2.— The  Banking  Account 

When  an  account  is  opened  at  a  Bank  the  customer  is  required 
to  leave  a  specimen  of  his  signature,  and  cheques  that  he  may 
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draw  against  his  account  will  only  be  honoured  if  the  signature 
thereon  is  in  accordance  with  the  specimen  given. 

The  customer  is  given  a  Paying-in  Book  with  detachable 
counterfoils,  upon  which  he  enters  particulars  of  all  Moneys, 
Cheques,  Bank-notes,  Postal  Orders,  or  Bills  of  Exchange  which 
he  may  pay  in  for  collection.  The  details  are  entered  on  both 
parts  of  the  Paying-in  Book,  the  Banker  retaining  one  part 
with  the  money,  cheques,  etc.,  paid  in,  and  initialling  the  other 
part  as  receipt  therefor.  From  the  Paying-in  Book  the  debit 
side  of  the  Cash  Book  is  written  up. 

The  Bank  will  also  issue  to  the  customer  from  time  to  time, 
as  requested,  books  of  stamped  cheques.  When  the  cheque  is 
filled  up  in  favour  of  any  person  and  signed  by  the  customer, 
it  acts  as  an  order  on  the  Banker  to  pay  money  to  the  person 
named,  or  his  order,  or  to  bearer.  Further  particulars  as  to 
cheques  will  be  dealt  with  in  Chapter  VI,  and  it  is  sufficient 
to  note  here  that  there  is  a  counterfoil  in  the  cheque  book,  and 
from  the  particulars  shown  thereon  the  credit  side  of  the  Cash 
Book  is  written  up. 

The  Banker  not  only  keeps  an  account  in  respect  of  each 
customer,  but  also  provides  a  small  book  wherein  a  duplicate 
of  that  account  is  entered.  This  small  book,  which  is  called  a 
Pass  Book,  is  for  the  use  of  the  customer,  and  he  can  have  it 
in  his  possession  at  any  time  for  comparison  with  his  own 
books. 

Usually  the  Banker  returns  the  cheques  which  he  has  paid 
to  the  customer,  although  this  is  not  invariably  the  case  ;  when 
this  is  done  the  returned  cheque  is  useful  as  additional  evidence 
of  the  payment  made. 


§  3.— General  Form  of  Cash  Book 

The  general  form  of  Cash  Book  used  in  business  is  one  which 
provides  for  all  receipts  to  be  banked,  and  all  payments  to 
be  made  by  cheque.  All  moneys  received  should  be  paid  into 
the  Bank  daily,  the  details  being  entered  into  a  detail  column, 
and  the  total  paid  to  the  Bank  being  entered  in  the  Bank  column. 
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The  figures  in  this  Bank  column  should  agree  with  the  Bank 
Pass  Book. 

All  payments  being  made  by  cheque,  no  actual  cash  payments 
will  appear,  these  being  made  through  the  Petty  Cash  Book. 
The  detail  column  on  the  credit  side  is  used  only  when  it  is 
necessary  to  split  up  any  particular  cheque  for  posting  pur- 
poses. 

Special  columns  should  be  provided  for  Cash  Discount  allowed 
and  received,  as  explained  subsequently. 


ILLUSTRATION 

Enter  the  following  transactions  in  the  Cash  Book  : 

1914. 
Jan.  1.     Balance  at  Bank  ^43  5 . 
,,      2.     Received  from  J.  Hart  £190  in  full  discharge  of   his  account 
for  ^200. 
3.     Paid  R.  Wilson's  account  of  £60,  less  discount  at  2\  per  cent. 
Drew  cheque  for  ^150,  of  which  £135  was  for  wages  and  ^15  for 
Petty  Cash. 
5.     Received  from  W.  Graham  £84. 
Received  £70  from  Sewell  &  Co. 
,     6.     Paid  ^80  to  J.  Brown. 

Rule  off  Cash  Book  and  show  the  balance  in  hand.     (See  next  page.) 


§  4  —Cash  Book  for  Recording  Cash  and  Bank  Transactions 

Although  it  is  preferable  to  bank  all  receipts  and  make  all 
payments  by  cheque,  since  this  ensures  a  greater  control  over 
both  receipts  and  payments,  it  is  sometimes  found  convenient 
not  to  bank  all  the  receipts,  but  to  retain  some  portion  of  them 
for  the  purpose  of  making  cash  payments.  When  this  is  the 
case  the  form  of  Cash  Book  should  be  so  arranged  as  to  show 
the  balance  of  Cash  in  hand  and  at  the  Bank  at  any  given  date. 

The  book  should  be  ruled  with  three  columns  on  each  side, 
headed  respectively — Discount,  Cash,  and  Bank.  The  cash 
column  on  the  debit  side  records  all  Cash,  whether  in  the  form 
of  Cheques,  Bank-notes,  Postal  Orders,  or  actual  Cash  ;  and 
the  credit  cash  column  shows  the  amounts  paid  out  in  Cash, 
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either  in  settlement  of  an  account  or  in  order  to  transfer  money 
to  the  Bank.  The  bank  columns  record  the  transactions  with 
the  Bank,  the  debit  side  containing  the  items  paid  in,  and  the 
credit  side  the  various  sums  paid  away  by  means  of  cheques 
drawn  on  the  Bank.  If  all  receipts  are  entered  on  the  debit 
side  in  the  cash  column,  all  payments  into  the  Bank  must  be 
entered  in  the  cash  column  on  the  credit  side,  and  the  result 
will  be  that  payments  into  the  Bank,  as  shown  in  the  Bank 
column  on  the  debit  side,  will  form  contra  entries  against  certain 
items  in  the  credit  cash  column.  In  the  same  way  when  cash 
is  withdrawn  from  the  Bank  for  office  use  it  will  be  credited  in 
the  Bank  column,  and  debited  in  the  cash  column,  a  contra 
entry  again  being  created.  By  the  use  of  this  system  the  exact 
state  of  the  Bank  Account  can  always  be  ascertained  from 
the  Bank  columns,  and  the  difference  on  the  cash  columns 
should  represent  the  actual  amount  of  money  or  its  equivalent 
in  the  Till. 

It  is  unnecessary  to  post  to  the  Ledger  the  contra  entries 
between  the  Cash  and  Bank  columns,  since  the  double  entry  is 
made  in  the  Cash  Book  itself. 

ILLUSTRATION 

The  Cash  Book  of  F.  Anderson  is  ruled  to  record  both  Cash  and  Bank- 
transactions.     Enter  therein  the  following  receipts  and  payments  : 

1914. 
Jan.     1.     Balance  of  cash  in  hand  £55,  at  Bank  ^1,250. 

j.     Paid  to  H.   Frith  by  cheque  £195   in   full  settlement  of    his 

account  for  ^200. 
5.     Bought  goods  for  cash  ^30  and  for  cheque  £41. 
,,       6.     Drew  cash  from  Bank  for  office  use  £40. 
Paid  J.  Smith  ^120  by  cheque. 

8.  Sold  goods  for  cash  £70. 

Received  cheque  from   J.   Roberts  £50   in  full  settlement  of 
account  for  ^52. 

9.  Paid  ^120  to  Bank. 

10.     Received  cheque  from  J.  Harding  ^400  and  paid  same  to  Bank. 
12.     Paid  T.  Miles  ^290  in  full  settlement  of  his  account  of  £300. 

Received  cheque  from  F.  Miller  in  settlement  of  his  account 
for  ^90,  he  having  deducted  £2  $s.  discount. 

Paid  £8 7  1 5s.  into  Bank. 

Balance  the  Cash  Book  and  bring  down  the  balances  of  cash  in  hand 
and  at  Bank. 
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5.— Cash  Discount 

Cash  Discount  is  an  allowance  made  by  the  Seller  to  the 
Purchaser,  in  consideration  of  the  latter  paying  his  account 
promptly  or  within  a  specified  time,  such  time  being  called  the 
period  of  credit. 

It  is  usual  to  provide  columns  in  the  Cash  Book  to  record 
Cash  Discount,  so  that  the  same  can  be  posted  simultaneously 
with  the  Cash  item  to  which  it  relates,  thus  enabling  the  Ledger 
Clerk  to  see  that  the  Discount  is  correctly  entered,  and  that 
the  Ledger  Account  agrees. 

When  the  customer  pays  for  goods  within  the  period  of  credit, 
he  will  pay  '  less  discount,'  and  the  Cashier  will  enter  the  money 
received  into  the  proper  column  in  the  Cash  Book,  the  discount 
being  entered  in  the  Discount  Column  on  the  same  line.  When 
a  Creditor's  Account  is  paid  less  discount,  only  the  net  sum 
payable  will  be  entered  in  the  Bank  column,  the  discount  being 
entered  in  the  Discount  Column  on  the  credit  side  of  the  Cash 
Book  on  the  same  line  as  the  payment. 

The  discount  will  then  be  posted  with  the  cash  item  to  the 
personal  account  concerned. 

When  the  Cash  Book  is  balanced  off,  the  Discount  Columns 
will  be  cast  and  ruled  off,  the  total  of  the  debit  column  being 
posted  to  the  debit  of  Discount  Payable  Account,  and  the  total 
of  the  credit  column  being  posted  to  the  credit  of  Discount 
Receivable  Account ;  or  if  only  one  Discount  Account  is  used, 
to  the  debit  and  credit  respectively  of  that  account. 

ILLUSTRATION 

On  January  i,  1914,  F.  Robertson's  books  contained,  amongst 
others,  the  following  balances : 

Debit  balances  : 

J.  Roberts £52 

F.  Miller  .......         90 

Credit  balances  : 

H.  Frith  .......     ^200 

T.  Miles  .......       300 

Payments  were  made  to  and  by  F.  Robertson  in  respect  of  these  balances, 
as  shown  in  the  illustration  in  the  preceding  section. 

Open  the  necessary  accounts  to  show  how  the  Discounts  are  treated 
in  the  Ledger. 
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J.  Roberts 
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Cr. 

1914 
Jan.  12 

To  Sundries 

c.b.9 

£  s.d. 

4    5    0 

1914 
Jan.  12 

By  Sundries 

c.B.9 

£    s.  d. 
1500 

§  6.— Agreement  of  Cash  Book  with  Bank  Pass  Book 

It  has  already  been  mentioned  that  it  is  a  practice  of  Bankers 
to  provide  a  small  book,  in  which  is  entered  a  copy  of  the  account 
of  the  transactions  with  each  customer,  such  book  being  known 
as  the  Bank  Pass  Book.  The  customer  can  always  have  access 
to  this  book,  and  can  check  it  with  his  own  Cash  Book  to  ensure 
that  the  Banker  has  given  him  credit  for  all  sums  paid  in,  as 
shown  by  his  Cash  Book,  and  also  to  make  certain  that  the 
Bank  has  not  charged  him  with  any  erroneous  payments. 

The  Cash  Book  of  a  business  should  therefore  be  constantly 
checked  with  the  Bank  Pass  Book,  and  on  every  occasion  when 
the  Cash  Book  is  balanced  it  is  desirable  to  enter  therein  a  state- 
ment showing  that  the  Pass  Book  agrees  with  the  Cash  Book. 
This  statement  is  called  the  '  Bank  Reconciliation  Statement.' 

The  reason  that  this  Reconciliation  Statement  is  necessary  is 
that  it  seldom  happens  that  the  balance  shown  by  the  Bank  Pass 
Book  agrees  with  the  balance  shown  by  the  Cash  Book  at  any 
given  date  j  for  the  trader  will  debit  the  Cash  Book  immediately 
he  pays  cheques  in  to  the  credit  of  his  account,  whereas  the 
Banker  will  not  usually  credit  the  Customer  until  the  cheques 
have  been  actually  cleared  (or  collected),  and  on  the  other  hand, 
the  trader  will  credit  the  Cash  Book  with  cheques  immediately 
they  are  drawn,  whereas  the  Banker  will  only  debit  the  Customer 
with  such  cheques  when  they  have  been  presented  and  paid. 

When  it  is  found,  after  checking  the  Cash  Book  Receipts 
and  Payments  against  the  Pass  Book,  and  adjusting  all  Bank 
charges,  that  there  is  a  difference  between  the  Cash  Book  and 
Bank  Pass  Book,  it  is  necessary,  in  order  to  prove  the  correct- 
ness of  the  balance  as  shown  by  the  Cash  Book,  to  make  up  the 
Reconciliation  Statement.  The  usual  method  is  to  start  with 
the  Balance  shown  by  the  Pass  Book,  add  thereto  cheques 
uncleared,  i.e.  payments  into  the  Bank  which  have  not  yet 
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been  entered  into  the  Pass  Book,  and  from  the  total  so  arrived 
at  to  deduct  cheques  outstanding,  i.e.  those  cheques  which 
have  been  drawn  but  are  not  yet  entered  into  the  Pass  Book 
because  they  have  not  yet  been  presented  to  the  Bank  by  the 
holders.  The  resulting  figure,  after  this  has  been  done,  should 
equal  the  balance  shown  by  the  Cash  Book. 

The  principle  of  adding  cheques  not  cleared  to  the  Pass  Book 
balance  and  deducting  cheques  not  presented  from  the  resulting 
figure  only  applies  where  there  is  money  at  the  Bank.  If  the 
Bank  Pass  Book  shows  an  overdraft  the  cheques  not  cleared  must 
be  deducted  and  the  cheques  not  yet  presented  must  be  added. 

Before  the  Reconciliation  Statement  is  made  out  all  Bank 
Charges  should  be  adjusted.  These  consist  of  small  charges 
made  by  the  Bank  for  clearing  Scotch  and  Irish  cheques,  making 
inquiries,  and  occasional  postage  or  the  cost  of  telegrams.  All  such 
items  will  be  entered  on  the  credit  side  of  the  Cash  Book  (generally 
in  one  total)  and  posted  to  the  debit  of  Office  Expenses  Account. 

Another  item  which  must  also  be  taken  into  consideration 
prior  to  effecting  the  Reconciliation  is  the  Discount  on  Bills 
of  Exchange.  It  is  usual  for  the  Bank  to  credit  the  customer 
with  the  full  amount  of  the  Bill,  and  to  charge  him  per  contra 
with  the  discount.  The  entries  should  therefore  be  made  in  the 
Cash  Book  in  the  same  way,  and  it  should  be  ascertained  that  the 
discounts  do  actually  agree  with  the  figure  shown  in  the  Pass  Book. 

ILLUSTRATION 

The  following  is  a  page  of  a  Cash  Book  : 
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The  balance  at  Bank  as  shown  by  the  Pass  Book  is  ^1,046  135.  5^., 
and  after  checking  the  Pass  Book  with  the  Cash  Book  it  is  found  that 
the  items  marked  with  an  asterisk  (*)  have  not  yet  been  entered  in  the 
Pass  Book.     Show  the  Reconciliation  Statement. 


Reconciliation  Statement 


To  Balance  as  per  Pass  Book    . 
Add  cheques  not  yet  cleared  : 

G.  Cutler              .... 
F.  Merton            .          .          . 
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H    Mann              .... 

1,134  12 
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7 

• 
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5 

Balance  as  per  Cash  Book 

1,048     1 

2 

§  7.— Petty  Cash 

Where  cash  payments  are  made  through  Petty  Cash,  it  is 
usual  to  have  a  Petty  Cash  Book,  which  will  form  part  of  the 
double  entry  system.  This  book  should  be  in  Columnar  Form. 
The  Receipts  will  be  the  sums  which  are  received  from  the 
Cashier,  so  that  there  should  be  a  corresponding  credit  entry 
in  the  Cash  Book  for  every  debit  entry  in  the  Petty  Cash  Book. 
The  Payments  will  be  entered  in  sufficient  detail  to  show  what 
they  represent,  the  amount  of  each  payment  being  entered  first 
into  a  Total  Column,  and  then  extended  into  Subsidiary  Columns 
under  the  most  convenient  headings.  The  double  entry  of  the 
credit  side  of  the  Petty  Cash  Book  is  made  by  posting  the  totals 
of  the  subsidiary  columns  to  the  debit  of  the  proper  Impersonal 
Accounts.  In  some  cases  a  Ledger  column  is  kept  for  special 
items,  which  will  be  posted  in  detail  to  the  debit  of  the  proper 
accounts,  the  total  of  this  column  not  being  posted. 

Where  this  system  is  in  use,  there  is  no  need  to  keep  a  Petty 
Cash  Account  in  the  Impersonal  Ledger,  though  frequently 
this  is  done,  all  amounts  paid  to  the  Petty  Cashier  being  debited 
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to  the  Petty  Cash  Account  in  the  Impersonal  Ledger.  In  such 
a  case  the  petty  cash  expenditure  is  analysed  at  regular  in- 
tervals, and  the  analysis  entered  in  the  Journal,  the  various 
Nominal  Accounts  concerned  being  debited,  and  the  Petty  Cash 
Account  being  credited.  The  Petty  Cash  Book  in  such  a  case 
is  merely  a  Memorandum  Book,  and  does  not  form  part  of  the 
double  entry. 

The  method  of  posting  direct  from  the  Petty  Cash  Book  and 
not  keeping  a  Petty  Cash  Account  is  that  recommended  ;  and 
where  it  is  adopted  the  Balance  in  Hand,  when  the  books  are 
balanced,  will  be  brought  down  and  treated  as  a  Ledger  Balance 
for  the  purposes  of  the  Trial  Balance. 

A  very  general  method  of  keeping  control  over  the  Petty 
Cash  is  to  regulate  the  sums  advanced  to  the  Petty  Cashier  by 
the  Imprest  System.  By  this  method  the  Petty  Cashier  is 
started  with  a  fixed  sum,  and  on  each  occasion  when  more 
money  is  required  by  him  a  cheque  is  handed  to  him  for  the 
exact  amount  of  his  disbursements,  thus  bringing  the  Cash  in 
Hand  to  the  original  figure.  In  this  manner  the  amount  of 
the  periodical  disbursements  is  prominently  brought  to  the 
notice  of  a  responsible  official,  and  whether  the  Petty  Cash  Book 
forms  part  of  the  double  entry  or  not,  the  expenditure  is  quickly 
checked  when  further  money  is  required,  the  book  being  ruled 
off  or  initialled  to  that  point.  If  proper  supervision  is  exercised, 
the  official  who  is  responsible  for  passing  the  various  items  of 
expenditure  on  Petty  Cash  Account  can  at  any  time  call  upon 
the  Petty  Cashier  to  produce  Cash  and  Vouchers  for  unreimbursed 
expenditure,  which  should,  together,  equal  the  amount  of  the 
Imprest  allowance  ;  and  the  result  is  that  the  sum  which  the 
Petty  Cashier  should  be  required  to  have  in  his  possession  at 
any  time  is  always  a  known  quantity,  without  examination  of 
the  books. 

The  alternative  system  is  to  supply  round  sums  from  time 
to  time  as  they  may  be  required.  In  either  case  the  double 
entry  is  made,  but  the  advantages  of  the  Imprest  system  are 
such  as  to  recommend  its  adoption. 
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ILLUSTRATION 

Rule  a  Columnar  Petty  Cash  Book  and  record  therein  the  following  : 

1914 
July   1.     Petty  Cashier  receives  an  Imprest  allowance  o 
Paid  travelling  expenses 
Bought  postage  stamps 

2.  Bought  stationery 

3.  Sundry  office  expenses   . 

4.  Bought  postage  stamps 
Tea,  Sugar,  &c.  (office  expenses) 

6.  New  lock  on  Counting  House  door 
Six  Invoice  Files   . 

7.  Travelling  expenses 

Ditto 
Bought  postage  stamps 
«S.     Paid  W.  Watson's  account  as  per  Ledger 
Paid  T.  Lockhart's  account    . 
Paid  sundry  office  expenses     . 

Balance  the  Petty  Cash  Book,  bring  down  a  balance, 
receipt  by  the  Petty  Cashier  of  a  sum  to  reimburse  him 
ture  to  date  ;    also  show  how  the  various  payments  will  be  recorded  in 
the  Ledger.     (See  next  page.) 

Note. — The  totals  of  the  subsidiary  columns  will  be  posted  to  the  debit 
of  the  Nominal  Accounts  concerned,  except  the  total  of  the  Ledger  column. 
The  payments  to  Watson  and  Lockhart  will  be  posted  to  the  debit  of 
their  respective  Accounts. 

The  corresponding  entry  for  the  Cash  Receipts  will  be  found  on  the 
credit  side  of  the  Cash  Book. 
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§  8. — Vouchers 

It  is  very  desirable  that  there  should  be  Vouchers  to  sub- 
stantiate transactions  recorded  in  the  books,  and  this  is  par- 
ticularly so  in  the  case  of  the  Cash  Book. 

The  most  useful  form  of  Voucher  for  Cash  Receipts  is  a  Counter- 
foil Receipt  Book,  numbered  consecutively,  one  part  of  which 
after  the  receipt  has  been  made  out  is  handed  to  the  person 
paying  the  money  or  forwarded  to  him  by  post,  the  other  part 
being  retained  in  the  Receipt  Book. 

Sometimes  these  books  are  made  on  the  manifold  system, 
a  carbon  copy  thus  being  taken  of  every  receipt  given,  and 
making  it  more  certain  that  the  receipt  thus  given  agrees  with 
the  statement  retained  in  the  book. 

It  is  a  common  practice  for  businesses  to  have  their  own 
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special  cheques  ;  and  such  cheques  are  frequently  printed  with 
a  receipt  form  on  the  back  thereof.  If  such  a  cheque  contains 
a  condition  that  the  receipt  form  on  the  back  is  to  be  filled  up 
before  payment,  then  it  is  not  a  Bill  of  Exchange  within  the 
meaning  of  the  Bills  of  Exchange  Act,  but  it  will  in  any  case 
have  to  be  filled  up  as  directed  before  the  money  it  represents 
can  be  obtained.  If  the  business  receiving  the  cheques  has  a 
system  of  internal  organization  requiring  counterfoil  receipts 
to  be  given  for  all  moneys  received,  the  official  receipt  form 
should  be  attached  to  the  cheque  and  the  cheque  merely  en- 
dorsed if  it  is  an  Order  cheque. 

Receipts  should  be  obtained  for  all  payments,  and  these,  as 
far  as  possible,  should  be  filed  away  in  order  of  date,  the  number 
of  each  Voucher  agreeing  with  the  number  shown  against  the 
payment  in  the  Cash  Book. 

Receipts  should  also  be  obtained  in  respect  of  all  Petty  Cash 
payments,  and  these  should  be  preserved  on  a  separate  file. 

Receipts  given  for  sums  of  Two  Pounds  or  upwards  must 
bear  a  penny  stamp,  the  onus  of  affixing  the  same  being  upon 
the  payee. 

§  9. — Cash  Sales 

Sales  which  are  made  for  cash  paid  over  the  Counter  are 
not  usually  entered  in  a  Day  Book,  but  unless  they  are,  some 
system  must  be  organized  to  ensure  the  proper  accounting  for 
moneys  so  received. 

The  usual  method  is  to  separate  the  Selling  Department 
from  the  Cash  Department.  The  Selling  Department  issues 
an  invoice  or  bill  for  every  sale  made,  and  this  is  generally 
initialled  by  a  shop-walker  or  other  official.  The  bill  is  made 
out  in  duplicate,  and  both  copies,  with  the  money  paid  by  the 
Customer,  are  taken  to  the  Cash  Desk,  where  one  copy  will  be 
retained,  and  the  other,  with  any  change,  handed  to  the  cus- 
tomer. 

The  Salesman  keeps  a  summary  of  his  sales  during  each  day, 
and  the  Cashier  keeps  a  distinct  record  against  each  Salesman 
for  cash  received  in  respect  of  his  sales,  and  these  are  compared 
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one  against  the  other  in  due  course,  so  that  the  Salesman  himself 
is  responsible  for  the  check  against  the  Cashier. 

Sometimes  the  front  bill  only  is  forwarded  to  the  Cash  Desk, 
a  detachable  portion  thereof,  with  sufficient  details  entered  on 
by  the  Salesman,  being  retained  by  the  Cashier,  and  the  other 
part  being  handed  to  the  Customer.  In  such  a  case  the  dupli- 
cate copy  is  retained  by  the  Salesman. 
§  io. — Illustration 

On  the  ist  April,  1914,  A.  Wallace  commenced  business,  his 
Capital  being  made  up  as  under  : 

£     »«   d. 
Cash         ..........     800     o     o 

Warehouse  and  Office         .  .  .  .  .  .  .     350     o     o 

Furniture  and  Fittings        .  .  .  .  .  .  .        50     o     o 


The  following  are  his  transactions  during  the  month.  Cheques 
received  are  paid  direct  to  bank,  and  all  payments  are  by  cheque 
unless  otherwise  stated.  You  are  required  to  open  his  Books, 
and  having  made  the  proper  entries  in  the  necessary  books  of 
prime  entry,  to  post  the  same  into  the  Ledger,  and  draw  out  a 
Trial  Balance. 


1914 

April     1 
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Paid  cash  into  Bank 

Paid  Fire  Insurance  Premiums  out  of  Cash 

Bought  goods  and  paid  for  same  by  cheque 

Sold  goods  for  cash    .... 

Sold  goods  to  D.  Samuels  . 

Purchased  from  T.  Reid   on  credit  goods  to  the 

value  of         .... 
D.  Maloney  bought  goods 

Giving  a  cheque  on  account  for 
Bought  goods  of  W.  Phillpots     . 
Bought  goods  of  S.  Mole     . 
Purchased  for  cash  goods  valued  at 
Sold  goods  for  cash    .... 
Sold  goods  to  D.  Samuels  . 
Goods  purchased  from  T.  Reid    . 
Sold  goods  for  cash  ■* 

Cash  paid  into  Bank 
Goods  returned  by  D.  Samuels   . 
Agreed  to  rent  an  additional  Office,  and  spent  on 

Office  Furniture      .... 
Sold  goods  to  D.  Maloney  . 
D,  Samuels  bought  goods  .         .         , 


£ 

5. 

d. 

77S 

0 

0 

1 

10 

0 

300 

0 

0 

250 

0 

0 

200 

0 

0 

800 

0 

0 

500 

0 

0 

250 

0 

0 

500 

0 

0 

325 

0 

0 

183 

0 

0 

97 

10 

0 

210 

0 

0 

340 

0 

0 

200 

0 

0 

300 

0 

0 

10 

0 

0 

25 

0 

0 

200 

0 

0 

315 

0 

0 
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1914 

I 

5. 

d. 

April  10. 

Sold  goods  for  cash    . 

213 

0 

0 

11. 

Sold  goods  to  Henry  Wood 

428 

0 

0 

„       14. 

Goods  returned  by  H.  Wood  as  not 

according  tc 

> 

description     .... 

21 

0 

0 

Purchased  from  D.  Samuels  for  delivery 

on  the 

1 5th,  goods  valued  at     . 

,          . 

700 

0 

0 

Paid  salaries  and  wages  out  of  Cash 

35 

0 

0 

15. 

Received  cheque  from  D.  Samuels 

39o 

0 

0 

Discount  allowed    . 

10 

0 

0 

Cash  received  from  sale  of  goods 

50 

0 

0 

Paid  cash  into  Bank 

230 

0 

0 

Purchased  of  W.  Phillpots,  goods 

300 

0 

0 

„       16. 

Sold  goods  to  D.  Samuels  . 

190 

0 

0 

D.  Maloney  bought  goods  . 

35o 

0 

0 

And  forwarded  cheque    . 

400 

0 

0 

M              17. 

Purchased  goods  from  S.  Mole     . 

525 

0 

0 

,,             18. 

Drew  cash  from  Bank 

200 

0 

0 

Purchased  goods  from  sundry  persons  for  cash     . 

172 

12 

0 

20. 

Paid  for  Office  stationery   . 

10 

0 

0 

21. 

Sold  goods  to  D.  Samuels  . 

400 

0 

0 

Goods  purchased  by  Henry  Wood 

375 

0 

0 

M              23. 

Received  cheque  from  H.  Wood 

39o 

0 

0 

Discount  allowed    . 

10 

0 

0 

,,             24. 

Sold  goods  for  cash    . 

115 

0 

0 

Sold  goods  to  D.  Samuels  . 

600 

0 

0 

.,              25. 

Forwarded  to  J .  Gibbs  goods  valued  at 

425 

0 

0 

,,              28. 

Received  cheque  from  D.  Samuels 

785 

0 

0 

Discount        .... 

20 

0 

0 

Received  cheque  from  J.  Gibbs  . 

399 

0 

0 

Discount  given 

21 

0 

0 

Allowance  for  damaged  goods 

5 

0 

0 

Paid  cash  into  Bank 

150 

0 

0 

Paid  T.  Reid  on  account    . 

1,067 

0 

0 

Discount  received  . 

33 

0 

0 

Paid  salaries  and  wages  out  of  Cash 

35 

0 

0 

Drew  out  of  Bank  for  private  purposes 

25 

0 

0 

Fo.  1 

Journal 

Dr. 

Cr. 

1914 

£ 

s.    d. 

£ 

5. 

d. 

April  1 

Sundries —                             Dr. 

To  Capital             .          . 

1 

1, 20c 

0 

0 

Cash            .                     . 

C.B.  I 

800 

0     0 

Warehouse  and  Office    . 

I 

35c 

0     0 

Furniture  and  Fittings 

I 

50 

0     0 

~Qf*\na    n«cf»+c    af    mmmpnwnipnt 

of  business            . 

' 

1,200 

0     0 

1,200 

0 

0 
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Fo.   i 

Sales 

Day 

Book 

1914 

£ 

5.   d. 

April     2 

D.  Samuels            ..... 

4 

200 

0     0 

D.  Malonev 

5 

500 

0    0 

4 

D.  Samuels 

4 

210 

0    0 

9 

D.  Maloney 
D.  Samuels 

5 
4 

200 

315 

0  0 
0     0 

11 

H.  Wood     . 

6 

428 

0    0 

„       16 

D.  Samuels 
D.  Malonev 

4 

5 

190 
35o 

0  0 
0    0 

„       21 

D.  Samuels 
H.  Wood     . 

4 
6 

400 

375 

0  0 
0    0 

.,      24 

D.  Samuels 

4 

600 

0    0 

r.        25 

J.  Gibbs       . 

7 

425 

0    0 

4.193 

0    0 

Fo. 

11 

Fo.   1 

Bought  Journal 

1914 
April     2 
3 

6 
„      H 
..       15 
»      17 

T.  Reid 
W.  Phillpots 
S.  Mole 
T.  Reid 
D.  Samuels 
W.  Phillpots 
S.  Mole 

8 

9 
10 
8 
4 
9 
10 

I      s.   d. 
8co     0     0 
500     0     0 
325     0     0 
340     0     0 
700     0     0 
300     0     0 
525     0     0 

3,490     0     0 

Fo.  12 

Fo.   1 

Sales  Returns  Book 

1914 

April     7 

..       H 

,.       28 

D.  Samuels           ..... 

H.Wood 

J.  Gibbs  (Allowance)     .... 

4 
6 

7 

i  s.  d. 
10  0  0 
2100 

500 

36     0     0 

Fo.   17 

i 

J 

! 
1 

tj              o                                        O                   OOO 

o                                  O                o                o  o 

o                                        O                   ^                  "">  ^ 
v^ -,             O                                        O                  vo                   N  t>> 

0  1 
0 

Os 
vo 

°- 

0 

ctf 
U 

^  o  o      oo       o       oo       ooo          o          o 
(y:  c  o       oo       o       oo       moo           o          oo 

Wm           r^  0           ""•         ir,  o           MOO                 "">               °0 

<^j  t-^              000          N          f}  m         t^  "-•   "">               rr> 
^  t>.             i-i   m                         M         •-<         *- 

0  1 

0 

M 

"3 
1 

Q 

•«'                                                           o 

«o*                                                                          o 

0     1 

0 
m  1 

vo 

0 
to 

&    |      dS'SSxJ     ^     ?do2^dw     2"    !?> 

Particulars. 

By  Bank 

„    Fire  Insur- 
ance 

,,    Purchases. 

,,    Purchases. 

,,    Bank 

,,    Office  Fur- 
niture 

,,    Salaries  and 
Wages 

,,    Bank 

,,    Cash 

,,  Purchases. 

,,    Stationery 

„    Bank 

„   T.  Reid      . 

,,  Salaries  and 
Wages 

„    A.Wallace, 
Drawings . 

„    Balance     . 

z 

- 

BE 
■f. 

3 

n 

.    •-                      r<-,'C  00          ^         lOM          O  OO                                   0 
v^,                                                  _           _    _          ^    M                                     <*"> 

5\'S                : 

J 

i 

n 

775  o  o 
250  0  0 

300  0  0 

390  0  0 

230  0  0 
400  0  0 

390  0  0 

785  0  0 
399  0  0 
1  50  0  0 

0 

0 
On 

vo 
q 

0 

0 

M* 

i 

0 

£  s.  d. 
800  0  0 

250    0    c 

97  10    0 
200    0    0 

213    0    0 

50    0    0 

200    0    0 
115    0    0 

0 

0 

M 

°5 

O 

00 

I 

3 

ts                                  0                  000 

v?                                                        O                               O           O    0 

^                          2               2     Sm 

0 

0 

0 

vo 

6 

to 

£ 

^oS^SSo'S^S'O^h*^                         > 

6 

— 

j 

To  Capital 
„  Cash 
„  Sales 
,,  D.  Maloney 
,,  Sales 
,,  Sales 
,,  Cash 
,,  Sales 
„  D.  Samuels 
,,  Sales 
„  Cash 

,.  D.  Maloney 
,,  Bank 
„  H.Wood    . 
,,  Sales 
,,  D.  Samuels 
„  J.Gibbs      . 
,,  Cash 

To  Balance    . 

k 

- 

V 

a 
Q 
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A.  Wallace — Capital  Account 


Cr. 


1914 
April  i 


By  Sundries 


J.    1 


£     s.d. 
1,200  o  o 


Dr. 


Fo.  2 


Warehouse  and  Office 


Cr. 


1914 
April 


To  Capital 


J.  1 


£  s.d 
350  o  o 


Dr. 


Fo.  3 


Furniture  and  Fittings 


Cr. 


1914 

£   s.d. 

April    1 

To     Capital 

J.  1 

50  0  0 

8 

Cash   . 

C.B.  1 

25  0  c 

Dr. 

Fo.  4 

D.  Samuels 

Cr. 

1914 
April    2 
4 
„       9 
,.      16 
,,      21 
,.      24 

To  Goods    . 

S.D.B.  1 

£    s.d. 
200  0  0 
210  0  0 
315  0  0 
190  0  0 
400  0  0 
600  0  0 

1914 
\pril    7 
..      14 
.>     *5 

,,     28 

By  Returns 
„  Goods     . 
,,  Cash   and 
Discount 

S.R.B.  1 
B.J.   1 

C.B.    I 

£  s.d. 

IC   0.  0 
700  0  0 

400  0    0 
805  0   0 

1,915  0  0 

1,915  0  0 

Dr. 
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Cr. 


1914 

April    2 

9 

,,       16 


To  Goods 


Mav      1  I  To    Balance 


S.D. 


£  s.d. 
500  0  0 
200  0  0 
350  0  0 

1914 
April  2 
„      16 
..      30 

1,050  0  0 

400  0  0 

By  Cash 
,,  Balance 


c.b.  1 

C.B.  I 


1,050  o  o 


Dr. 


Fo.  6 


H.  Wood 


1914 
April  1 1 
,.     21 


To  Goods 


Mav      1    To    Balance 


s  D  B.  J 


i  s.d. 
428  o  o 
375  o  o 


803  o  o 


382  o  o 


1914 

April  14 

M  23 

-  30 


By    Returns 
,,    Cash  and 
Discount 
, ,     Balance 


s.r.b.  1 
c.b.  1 


Dr. 


Fo.  7 


J.  Gibbs 


1914 
April  2 


To  Goods 


s.d.b.  1 


£  s.d, 

425  o  o 


425  o  o 


1914 

April  20 


By    Allow- 
ance. 
,,    Cash  and 
Discount 


s.r.b.  1 
c.b.  1 
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T.  Reid 


Cr. 


1914 

April  28 

u       30 

To  Cash  & 

Discount 
,,    Balance 

C.B.   1 

V 

£    s.  d. 

i,  100  0  0 
40  0  0 

1914 

April  2 
,.     6 

May     1 

By  Goods    . 


By   Balance 

B.J.  1 

V 

£    s.d. 

800  0  0 
340  0  0 

[,140  0  0 

1,140  0  0 

40  0  0 

Dr. 


Fo.  9 


W.  Phillpots 


Cr. 


1914 
April  30 


To  Balance 


V 


I     £  s.d. 

800  o  o 


800  o  o 


1914 

April  3 
.    1 ; 


May    1 


By  Goods 


By  Balance 


£  s.  d. 

B.J.    I  50O   O   O 

300  O  O 


Dr. 


S.  Mole 


Cr. 


1914 
April  3c 


To  Balance 


s' 


£  s.  d. 

850    o    o 


850 


1914  I 

April  3  By  Goods 
„      [7    ..'       .. 


!  B.J.   1 


May 


By    Balance 


• 


£  s.  d. 

325   o    o 
525  o   o 

8^c   o   o 


850  o   o 


Dr. 


Fo.   11 


Sales 


Cr. 


1914 

April  1 

By  Cash 

C.B.  1    ! 

,.     4 
„      6 

i»       »»          • 

i 

,,    10 

11       11 

M        lS 

ii       11 

,, 

„       24 
»       30 

,,     Sundries 
,£5,118  IOS. 

S.D.B.  I 

£  s.  d. 

250  o    o 

97  10    o 

200  o 

213  o 

50  o 

115  o 

4.193  o 


Dr. 
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Fo.  12  Purchases  Cr. 


1914 
April    1 

r.       3 

,,      18 

.-     3o 


To  Cash 


,,    Sundries 

£4,145    125. 


B.J.I 


£     s.d. 

300    o  o 
183    o  o 

172    12    O 

3,490    O  O 


Dr. 


Fo.    13 


Office  Expenses 


Cr. 


1914 
April 


I    s. 

d. 

To  Cash  (Fire 

Insurance) 

C.B.   1 

I  10 

0 

1. 

To  Cash  (Sta- 

tionery) 

10    0 

0 

Dr. 


Fo. 


Salaries  and  Wages 


Cr. 


1914 

April  1 


To  Cash 


c.b.  1 


I  s.  d. 
35  o  o 
35    c    o 


Dr. 


Fo.   15      A.  Wallace,  Current  Account 


Cr. 


1914 
April  28 


To  Cash 


C.B.    I 


i  T.  d. 
2500 
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Dr. 


Fo.  1 6 


Discounts 


1914 
April  30 


To  Sundries 


C.B.  1 


£  *.  d. 
61  o  o 


1914 

April  30 


By  Sundries   c 


£  s.d. 

i3°° 


Dr. 


Fo.    17 


Sales  Returns 


O. 


1914 
April  30 


To  Sundries 


s.r.b.  1 


£  s.d. 
36  o  o 


Trial  Balance 


i 

s. 

d, 

£ 

s.   d. 

C.B.     I 

Cash  in  hand         .... 

8 

8 

0 

Cash  at  Bank 

2,477 

0 

0 

L.      I 

A.  Wallace — Capital 

1,200 

0     0 

2 

Warehouse  and  Office   . 

35o 

0 

0 

3 

Furniture  and  Fittings 

75 

0 

0 

5 

D.  Maloney           .... 

400 

0 

0 

6 

H.  Wood     . 

^82 

0 

0 

8 

T.  Reid 

40 

0     0 

9 

W.  Phillpots 

800 

0     0 

10 

S.  Mole 

850 

0     0 

1 1 

Sales 

5,118 

10     0 

12 

Purchases    . 

4.145 

12 

0 

13 

Office  Expenses 

n 

10 

0 

14 

Salaries  and  Wages 

70 

0 

0 

15 

A.Wallace — Current  Account 

25 

0 

0 

16 

Discounts               .... 

28 

0 

0 

17 

Sales  Returns        .... 

36 

0 

0 

8,co8 

10 

0 

8,008 

10     0 

! 

SYNOPSIS  OF  CHAPTER  III 

THE  DAY  BOOKS 

§  i. — The  Bought  Journal. 
2. — The  Sales  Day  Book. 
3. — Columnar  Day  Books. 
4. — Trade  Discount. 
5. — Bought  Returns  Book. 
6. — Sales  Returns  Books. 
7. — Bill  Books. 
8 . — Illustration  . 
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THE   DAY   BOOKS 

§  i. — The  Bought  Journal 

The  Bought  Journal  is  the  book  of  prime  entry  in  which  will 
be  first  entered  the  purchases  made  on  credit  on  behalf  of  the 
business.  The  great  advantage  of  the  Bought  Journal  is  that 
it  enables  all  transactions  of  a  similar  character,  so  far  as  their 
effect  on  the  business  is  concerned,  to  be  dealt  with  through  one 
book  of  prime  entry,  thus  saving  a  considerable  amount  of 
labour. 

The  entry  in  the  Bought  Journal  is  generally  made  from 
the  invoice,  which  is  forwarded  to  the  trader  by  the  person 
who  supplied  the  goods.  An  invoice  is  a  statement  giving  full 
particulars  as  to  the  quantity,  quality,  and  price  of  goods  sold 
to  the  person  to  whom  the  invoice  is  sent.  The  following  is  a 
form  of  invoice  : 

ILLUSTRATION 

Eastcheap,  London. 

ist  July,  1914. 
Mr.  J.  Hawkins, 

ii2,  Regent  Street,  Manchester. 

Bought  of  STEVENS  &  COLE,  LTD. 

Terms  2\%  discount,  Cash  in  one  month. 


100  chests  of 
2  cwts.  of 

Tea,  2,000  lb.  @  1/-      . 

Coffee  @  100/-     ...... 

£     s.  d. 

100    0    0 

10    0    0 

T  IO       O       O 

E.  &  O.  E. 

When  the  invoice  is  received  by  the  Counting  House  it  should 
be  checked  in  various  ways  before  being  entered  in  the  books. 
Thus  if  a  Goods  Inwards  record  is  kept,  a  reference  to  such 
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record  will  be  placed  upon  the  invoice,  otherwise  some  person 
will  initial  to  show  that  the  goods  have  been  received.  The 
price  charged  will  also  be  checked  and  the  calculations  agreed. 
The  invoice  being  in  order  it  can  then  be  entered  in  the  Bought 
Journal. 

The  following  ruling  shows  the  usual  form  of  Bought  Journal, 
and  the  entries  therein  the  general  method  of  making  the  first 
record  of  credit  purchases.  The  details  entered  in  the  Bought 
Journal  will  be  posted  to  the  credit  of  the  person  named  against 
each  item,  and  the  total  will  be  periodically  debited  to  Pur- 
chases Account. 

ILLUSTRATION 


Bought  Journal 

ledger 
Folio. 

Invoice 
No. 

Particulars. 

Details. 

Amount. 

_'o 

I  IO 

I  II 

I  12 

IL3 

January  1st,  19 14 
Simpson  &  Co.,  London  : 
100  Bags  Coffee  @  53/-  per  bag    . 
300  Chests  Tea  @  45/-  per  chest  . 

i 

265 
6/5 

S.   d. 

0     0 
0     0 

940    0    0 

175 

17 

7 

0     0 

S     ° 

10     0 

32 

Yates  &  Son,  Bristol : 
100  Boxes  Castor  Sugar   @  6/10 
per  28-lb.  box          .          .          . 

34     3     4 

36 

Hughes  &  Co.,  Liverpool  : 
250  Pails  Lard  %  14/-  per  pail 
10  Sacks  Flour  @  34/6  per  sack 
5  Cases  Soap  @  30/-  per  case    . 

199  15     0 

40 

Briggs  &  Co.,  Hull: 
10  Cwt.  Trinidad  Sugar   @  24/- 
per  cwt.         . 

1200 

1,185   18     4 

Fo 

§  2.—The  Sales  Day  Book 

A  separate  Day  Book  will  be  kept  for  recording  sales  made 
by  the  business  upon  the  same  orinciple  as  that  upon  which 
the  Bought  Day  Bonk  is  kept. 
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The  usual  plan  adopted  is  for  the  order,  alter  execution,  to 
be  sent  to  the  Counting  House,  where  an  invoice  will  be  made 
out  to  the  person  to  whom  the  goods  have  been  sent.  These 
invoices  are  copied,  and  particulars  of  each  are  entered  in  due 
course  into  the  Sales  Day  Book.  It  is  possible  by  the  use  of 
up-to-date  methods  to  make  up  the  Day  Book  with  the  same 
operation  by  which  the  invoice  is  written  by  means  of  a  mani- 
fold system  ;  and  where  this  is  done,  not  only  is  labour  saved, 
but  the  Day  Book  will  contain  an  exact  copy  of  the  invoice  that 
has  been  sent. 

The  following  is  the  usual  form  of  Sales  Day  Book.  The 
entries  therein  will  be  posted  in  detail  to  the  debit  of  the  persons 
named  in  each  case,  and  the  total  will  be  periodically  credited 
to  Sales  Account. 


ILLUSTRATION 


Sales  Day  Book 


Ledger 
Folio. 

Invoice 
No. 

Particulars. 

Details. 

Amount. 

65 

51 

52 

53 
54 

January  8th,   1914 
Johnson  &  Sons,  Luton  : 
10  Bags  Coffee  @  60/-  per  bag 
20  Chests  Tea  @  48/-  per  chest 

i 

30 
48 

5. 

0 
0 

d. 

0 
0 

£ 

78 

21 

226 

7« 

s.  d. 

8 
8 

5 

5 
0 
11 

0 
0 
0 

67 

Atkinson  &  Co.,  Worcester  : 
10  Pails  Lard  @  16/6  per  pail 
20  Boxes  Sugar  @  8/-  per  box 
3  Sacks  Flour  @  37/-  per  sack      . 

16     0 

4 

148 

70 

3 

4 
15 
10 

5 

0 
0 
0 
0 

69 

Knockley  &  Co.,  Bradford  : 

3  Cwt.  Sugar  @  28/-  per  cwt. 

50  Bags  Coffee  @  59/6  per  bag 

30  Chests  Tea  @  47/-  per  chest 

2  Cases  Soap  @  32/6  per  case 

14     0 

71 

Cumberton  &  Son,  Netherton  : 
100  Pails  Lard  @  1 5/9  per  pail 

15     0 

405 

5     0 

Fo 

COLUMNAR  DAY  BOOKS  53 

§  3. — Columnar  Day  Books 

It  is  often  desirable  to  frame  the  Bought  Journal  in  such  a 
way  that  it  will  record  all  Invoices,  whether  they  relate  to 
Purchases  or  Expenses.  In  addition  to  the  ordinary  columns, 
subsidiary  columns  are  also  provided,  and  the  value  of  each 
invoice  will  be  entered  in  a  total  column,  and  extended  into 
the  proper  subsidiary  column  or  columns.  Each  transaction 
entered  in  the  book  will  be  posted  to  the  credit  of  the  person 
from  whom  the  goods  were  bought,  and  the  totals  of  each  of 
the  subsidiary  columns  will  be  debited  periodically  to  the  proper 
nominal  account. 

A  Ledger  column  is  frequently  included  into  which  will  be 
extended  those  items  for  which  there  is  no  specific  subsidiary 
column,  and  items  appearing  therein  will  be  posted  to  the  debit 
of  the  nominal  account  concerned  in  detail. 

A  suitable  form  of  ruling  for  such  a  book  is  shown  on  the 
next  page. 

The  columnar  principle  can  be  applied  to  Departmental  Day 
Books.  Thus,  for  instance,  Sales  can  be  divided  up  in  one 
Sales  Day  Book,  as  between  the  various  classes  of  goods  dealt 
with  by  separate  departments. 

In  such  a  book  the  various  transactions  will  be  posted  to 
the  debit  of  the  customers  concerned,  and  the  totals  of  the 
subsidiary  columns  will  be  posted  to  the  credit  of  a  separate 
Sales  Account  for  each  department.  Where  such  a  method 
is  adopted  in  the  Sales  Day  Book,  it  will  be  necessary  to  provide 
for  the  same  analysis  in  the  ruling  of  the  Bought  Day  Book, 
the  stock  for  each  department  will  have" to  be  taken  separately, 
and  the  transfers  from  one  department  to  another  must  be 
recorded  ;  and  if  this  is  done  the  profit  of  each  department 
can  be  arrived  at. 

A  form  of  Departmental  Sales  Day  Book,  suitable  for  a 
business  with  four  departments,  is  shown  on  page  55. 
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§  4. — Trade  Discount 

Trade  Discount  is  an  allowance  made  by  one  firm  to  another 
in  the  same  trade,  which  takes  the  form  of  a  fixed  percentage 
off  the  catalogue  or  list  price  of  the  article  concerned.  It  varies 
greatly  in  different  trades,  and  on  different  articles  in  the  same 
trade,  and  has  nothing  whatever  to  do  with  the  payment  of 
cash.  It  is  usually  deducted  on  the  Invoice,  the  result  being 
that  the  Bought  Journal  or  Sales  Day  Book  will  show  the  trans- 
action net,  the  discount  not  appearing  in  any  way  in  the  Ledgers. 

Trade  Discount  must  be  distinguished  from  the  ordinary 
Cash  Discount,  which  is  allowed  in  consideration  of  payment 
of  money  before  the  expiration  of  a  specified  time  of  credit. 


ILLUSTRATION 

On  July  1,  1914,  The  Silver  Steel  Cycle  Co.,  sold  to  John  Brown  & 
Co.,  10  Lady's  Cycles  @  £8  8s.  each,  less  20%  trade  discount ;  also  6 
Robinson  Motor  Cycles  @  £100  each,  less  10%  trade  discount.  Terms  : 
2j%  discount  in  one  month. 

Make  out  the  Invoice,  enter  up  the  Sales  Day  Book,  and  show  John 
Brown  &  Co.'s  account  in  the  Silver  Steel  Cycle  Co.'s  Ledger,  when  the 
whole  transaction  has  been  completed. 

London,  E.C., 


Messrs.  John  Brown  &  Co. 

Bought  of  THE  SILVER  STEEL  CYCLE  CO. 

1st  July,  1914 

Invoice 
No. 

Date. 

Particulars. 

Details. 

Total. 

IO 

IQI4 
July  i 

10  Lady's  Cycles  @  £8  85.  each . 
Trade  Discount  20% 

6  Robinson   Motor   Cycles   @ 
£106  each     . 
Trade  Discount  10% 

Terms  2%%  Discount  for  Cash 
in  one  month. 

E.  &>  0.  E. 

£    5.   d. 
84    0    0 
16  16    0 

£      s.d 
67     4     O 

600    0    0 
60    0    0 

607     4     0 

TRADE  DISCOUNT 
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Invoice 
No. 

Date. 

■ 

Particulars. 

Folio. 

Details. 

Total. 

IO 

1914 
July  1 

John  Brown  &  Co.  : 
10  Lady's  Cycles  @  £8  8s.  each 
Less  Discount  20% 

6  Robinson  Motor  Cycles  @ 
^100  each     . 
Less  Discount  10% 

£     s.   d. 

84  0  0 
16  16    0 

I     s.  d. 

67     4     O 
540     O     0 

600  0  0 
60    0    0 

607     4     O 

Dr. 

John  Brown  & 

Co. 

Cr. 

Date. 

Fo. 

Amount. 

Date. 

Fo. 

Amount 

1914 
July  1 

To  Goods 

1      s.  d. 
607     4     0 

1914 

July  31 

By  Cash 
,,    Discount 

£      s.  d. 

592    0     5 
15    3     7 

607     4     0 

607    4    0 

§  5.— -Bought  Returns  Book 

The  use  of  the  Bought  Returns  Book  is  to  classify  transac- 
tions relating  to  goods  returned  to  the  person  from  whom  they 
were  bought  j  and  where  it  is  found  necessary  to  return  goods 
which  have  been  purchased,  e.g.  owing  to  the  fact  that  they 
are  not  up  to  sample,  or  not  in  accordance  with  the  terms  of 
the  order,  the  transaction  will  be  entered  in  this  book.  The 
details  entered  therein  will  be  posted  to  the  debit  of  the  persons 
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named,  and  the  total  of  the  book  will  be  periodically  credited 
to  the  Bought  Returns  Account. 

The  form  of  this  book  in  a  simple  case  is  the  same  as  that 
of  the  Bought  Journal,  but  the  columnar  principle  can  be  applied 
to  it,  and  this  should  be  done  where  the  Day  Books  themselves 
are  of  a  columnar  nature. 

The  business  which  receives  goods  back  in  this  way  does 
not  modify  the  invoice  which  it  has  already  sent,  but  instead 
will  give  credit  to  the  person  who  returned  the  goods  for  their 
value.  It  is  usual  also  to  issue  a  Credit  Note  to  the  person 
who  returned  the  goods. 

A  Credit  Note  is  a  statement  showing  particulars  of  the  credit 
given  in  respect  of  goods  returned,  or  in  respect  of  an  allow- 
ance made  ;   and  it  will  generally  be  in  the  following  form  : 


ILLUSTRATION 

Eastcheap,  London. 

ist  July,  1914. 
Credit  Note 
Mr.  J.  Hawkins, 

112,  Regent  Street,  Manchester. 

Cr.  in  account  with  STEVENS   &  COLE,  LTD. 


Date. 

Details. 

Amount. 

1914 
July    1 

10  Chests  of  Tea,  200  lb.  @  1/-.     Not  as  ordered 

£    s.  d. 
10    0  0 

These  Credit  Notes  are  generally  printed  in  red  ink,  to  dis- 
tinguish them  from  invoices,  which  are  generally  printed  in 
black  ink. 


BOUGHT  RETURNS  BOOK 

The  following  is  a  form  of  Bought  Returns  Book. 

•ILLUSTRATION 

Bought  Returns  Book 
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Date. 

Particulars. 

Folio. 

Amount. 

I914 

Feb.  13 

£    s.     d, 
Simpson  &  Co.  : 
7  Chests  Tea  @  45/-  per  chest  .          .1515     0 
9  Bags  Coffee  @.  53/- per  bag    .          •  23   17     0 

1    £    s.    d. 

„     .6 

Being  part  of  purchase  on  January  1st.     Tea  not 
up  to  sample.     Coffee,  contents  damaged    . 

39   I2     ° 

Hughes  &  Co.  : 

10  Pails  Lard  @  14/-  per  pail  . 
Being  part  of  purchase  on  January  1st.     Pails 
broken  and  contents  damaged 

700 

46  12     0 

1  „ 

|  Fo 

§  5 — Sales  Returns  Book 

The  Sales  Returns  Book,  or  Credit  Book,  is  utilized  for  record- 
ing goods  which  are  returned  by  the  customers  of  the  business, 
for  some  reason,  e.g.  goods  not  being  up  to  sample,  not  as 
ordered,  damaged,  &c.  Particulars  of  all  such  returns  will  be 
entered  in  this  book  as  the  goods  are  received  back,  and  a  Credit 
Note,  referred  to  in  the  previous  section,  will  be  issued  to  the 
person  by  whom  they  were  sent.  The  original  sale  will  not  be 
altered,  but  credit  will  be  given  to  the  customer  for  the  necessary 
sum. 

The  form  of  the  Sales  Returns  Book  will  be  similar  to  that 
of  the  Sales  Day  Book,  the  details  entered  therein  being  posted 
to  the  credit  of  the  persons  named,  and  the  total  being  carried 
periodically  to  the  debit  of  the  Sales  Returns  Account. 

Allowances  are  dealt  with  in  the  same  way  as  Returns  and 
can  be  passed  through  the  same  books.  Sometimes,  however,  a 
special  book  is  kept  for  Allowances. 
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The  following  is  a  form  of  Sales  Returns  Book. 

illustration- 
sales  Returns  Book 


Date. 

Particulars. 

Folio. 

Amount. 

1914 
Feb.  2 

Johnson  &  Sons  : 
2  Chests  Tea  @  48/-  per  chest 
Being  part  of  purchase  on  January  8th,  not  to 
sample. 

65 
69 

4    16     0 

..     7 

Knockley  &  Co.  : 
5  Bags  Coffee  @  59/6  per  bag 
1  Case  Soap  @  32/6  per  case 
Being  part  of  purchase  on  January  8th,  con- 
tents damaged. 

14   17     6 
1    12     6 

21     60 

Fo 

§  7. — Bill  Books 

Special  books  are  kept  for  recording  the  prime  entries  re- 
lating to  Bills  of  Exchange,  distinguishing  between  Bills  Payable 
by  the  business  and  Bills  Receivable  by  the  business.  These 
Books  are  ruled  in  such  a  way  as  to  record  all  the  necessary 
particulars  with  regard  to  each  Bill,  so  that  they  serve  as  a 
register  of  Bills  with  which  the  business  has  been  concerned 
as  well  as  a  book  of  prime  entry  for  the  purposes  of  the  Accounts. 

A  Bill  Receivable  is  an  asset  of  the  business  and  is  generally 
taken  in  discharge  of  a  book  debt  owing  to  the  business.  The 
result  is  that  the  person  who  gives  the  Bill  confers  a  benefit 
and  his  account  must  be  credited,  while  the  Bill  Receivable 
Account  receiving  the  benefit  is  debited.  By  use  of  the  Bills 
Receivable  Book,  however,  a  certain  amount  of  labour  is  saved, 
since  though  each  item  entered  therein  must  be  credited  to  the 
Account  of  the  person  from  whom  the  Bill  is  received,  the  debit 
to  Bills  Receivable  Account  can  be  made  by  posting  the  periodical 
total  of  the  book. 

The  following  is  a  form  of  Bills  Receivable  Book. 
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Bills  payable  by  the  business,  when  accepted,  discharge  a 
liability  to  a  creditor,  the  liability  on  the  Bill  being  substituted 
therefor.  When  the  accepted  Bill  is  given  to  the  creditor  he 
receives  a  benefit  from  the  business,  which  is  imparted  by  the 
Bills  Payable  Account,  therefore  the  particular  creditor  is 
debited  and  the  Bills  Payable  Account  is  credited.  By  use  of 
a  Bills  Payable  Book,  therefore,  a  certain  amount  of  labour  is 
saved,  since  although  each  item  entered  therein  must  be  debited 
to  the  Account  of  the  person  to  whom  the  Bill  is  given,  the 
credit  to  Bills  Payable  Account  can  be  made  by  posting  the 
periodical  total  of  the  Bills  Payable  Book. 

A  form  of  Bills  Payable  Book  is  given  on  the  opposite  page. 

For  full  particulars  as  to  Bills  of  Exchange  and  other  negotiable 
instruments,  see  Chapter  VI. 


§  8—  Illustration 

On  the  2nd  March,  1914,  H.  Russell  commenced  business  with  a 

cash  capital  of  £900,  which  he  immediately  paid  into  the  bank. 

The  following  were  his  transactions  during  March  1914  : 

£    s.    d. 
Bought  of  G.  Simpson  40  bags  of  coffee  @  44/3 

per  bag  .  .  .  .  .  .  .88 

5  @  45/-  per  bag 11 

Purchased  100  bags  of  Coffee  @  44/ 1£  per  bag  from 

R.  Connor       .......     220 

T.  Vinner  sold  H.  Russell  43  bags  of  coffee  @  44/9  .       96 
Returned  to  T.  Vinner,  as  unfit  for  sale,  5  bags  of 

coffee  @  44/9  .  .  .  .  .  .1139 

Sold  to  B.  Haydon  30  bags  of  coffee  @  50/-,  car 

riage  free        ...... 

Paid  carriage  on  above  consignment     . 
Paid  G.  Simpson  on  account 

Discount  received    ..... 
Bought  from  G.  Simpson  52  bags  of  coffee  @  44/3 

per  bag  ...... 

Sold  to  W.  Vane  120  bags  of  coffee  @  52/3 
Paid  for  stationery     ..... 

Paid  office  salaries      ..... 

Sold  to  B.  Haydon  20  bags  of  coffee  @  51/2  . 
Received  from  B.  Haydon  cheque 

Discount         ...... 

Returned  to  G.  Simpson  4  bags  of  coffee  @  44/3^ 

per  bag,  not  as  ordered    .  ...  .  .         817 

Received  from  W.  Vane,  as  not   according  to  de 

scription,  7  bags  of  coffee  ©52/3       .  .  .        18     5     9 


1914 
Mar.     3 


5- 
7- 

10. 


u. 


18. 


20. 


75 

3 

84 

4 

115 

313 

7 

15 

5i 

7i 

3 
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1914 
Mar.  24.     Purchased  from  R.  Connor  86  bags  of  coffee  @  44/5 
„      26.     W.  Vane  purchased  72  bags  of  coffee  @  54/2 
,,      28.     Paid  salaries      ....... 

Charged  W.  Robinson  with  commission  earned  on 

transactions  carried  through  on  his  behalf 
Received  cheque  from  W.  Vane 

Discount         ....... 

Accepted  Bill  drawn  by  R.  Connor  in  his  own  favour 

at  3  months  from  the  26th  instant  for 

31.     Bought  of  T.  Vinner  32  bags  of  coffee  @  44/-  per  bag 

Received  from   B.  Haydon,  duly  accepted,  draft 

drawn  on  him  at  2  months  from  the  1 8th  instant 

in  my  favour  for      ...... 

Paid  rent  of  office  for  one  month 
Sent  cheque  to  the  Great  Northern  Fire  Office  in 
payment  of  premium        ..... 

Enter  the  foregoing  in  complete  detail  in  the  books  of  Prime  Entry 
post  to  the  Ledger,  and  take  out  a  Trial  Balance. 


1 

s. 

d. 

190 

19 

10 

19s 

0 

0 

15 

10 

0 

7 

12 

6 

280 

9 

0 

14 

IS 

3 

220 

12 

6 

70 

8 

0 

51 

3 

4 

8 

8 

0 

3 


Fo.   1 

Journal 

Date. 

Particulars. 

Fo. 

Dr. 

Cr. 

1914 
Mar.  28 

W.  Robinson  :                                    Dr. 
To  Commission  Account 
Being  commission  earned  on  transac- 
tions carried  through  on  his  behalf 

II 
18 

£  «.    d. 
7  12     6 

£     s.d. 
7  12     6 

Fo. 

1 

Sales  Day  Book 

Ledger 
Folio. 

Invoice 
No. 

Particulars. 

Details. 

Amount. 

9 

I 
2 

3 
4 

March  10,  1914 
B.  Haydon  : 
30  Bags  Coffee  @  50/-  per  bag 

£    s.    d. 

£    *.    d. 
75    0    0 

IO 

March  14 
W.  Vane  : 
120  Bags  Coffee  @  52/3  per  bag    . 

313  10    0 

9 

March  18 
B.  Haydon  : 
20  Bags  Coffee  @  51/2  per  bag 

Si     3     4 

10 

March  26 
W.  Vane : 
72  Bags  Coffee  @  54/2  per  bag 

195     0     0 

634  13     4 

Fo.  3 
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Fo.  1 


Bought  Journal 


Ledger  Invoice 
Folio.       No. 


7 


Particulars. 


March  3,  1914 
G.  Simpson  : 
40  Bags  Coffee  @  44/3  per  bag 
5      „         „      @45/~    .,     m 


R.  Connor  : 
100  Bags  Coffee  @  44/ 1£  per 


March  5 
T.  Vinner  : 
43  Bags  Coffee  @  44/9  per  bag 


Details.  Amount. 


i      s.  d. 

88   10     o 
11      50 


March  12 
G.  Simpson  : 
52  Bags  Coffee  @  44/3 \  per  bag 


March  24 
R.  Connor  : 
86  Bags  Coffee  @  44/5  per  bag 


March  31 
T.  Vinner  : 
32  Bags  Coffee  @  44/-  per  bag 


i    *•    d. 


99  15     o 


220  12     6 


96    4     3 


115     3     2 


190  19  10 


70     8     o 

793     2     9 
Fo.  2 


66 


Fo.   i 


THE  DAY   BOOKS 

Sales  Returns  Book 


Date. 

Particulars. 

Folio. 

Amount. 

1914 
Mar.  20 

W.  Vane  : 
7  Bags  Coffee  @  52/3 

Being  part  of  purchase  on  14th  inst.,  not 
according  to  description 

10 

i    *•    * 
18     5     9 

18     5     9 

Fo.  5 

Fo.  1 

Bought  Returns  Book 

Date. 

Particulars. 

Folio. 

Amount. 

1914 
Mar.     7 

T.  Vinner  : 

5  Bags  Coffee  @  44/9  per  bag 
Being  part  of  purchase  on  March  5,  unfit 
for  sale. 

8 
6 

£     s.    d. 

11      3     9 

8   17     2 

„      18 

G.  Simpson  : 

4  Bags  Coffee  @  44/3^  per  bag 
Being  part  of  purchase  on  the  12th  inst., 
not  as  ordered. 

. 

20     0   11 

Fo.  4 
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Dr. 


Fo.   1.        H.  Russell,  Capital  Account 


Cr. 


1914 
Mar.  2     By  Cash 


c.b.  1 


£  s.d. 

900  o  o 


Dr. 


Fo.  2. 


Purchases 


Cr. 


1914 
Mar.  31 


To  Sundries 


B.J.  1 


£   s.d, 
793  29 


Dr.         Fo.  3. 


Sales 


Cr. 


1914 
Mar.  31 


By  Sundries 


s.b.  1 


£  s.d. 
634  13  4 


Dr. 


Fo.  4 


Purchase  Returns 


Cr. 


1914 
Mar.  3 1 


By  Sundries 


b.r.  1 


£s.  d. 
20  o  11 


Dr.         Fo.  5 


Sales  Returns 


Cr. 


1914 
Mar.  31 


To  Sundries 


s.r. 


£s.d. 
18  5  9 


7° 


Dr. 


Fo.  6. 


THE   DAY   BOOKS 
G.  Simpson 


Cr. 


1914 
Mar.  12 

,,     18 
.-    31 


To  Cash  &    i 
Discount  !  c 


Returns 
Balance 


V 


£  s.  d. 

88  10  o  ; 

8  17  2 

[17  11  o 


214  18  2 


1914 
Mar.  3 


Apr.  1 


By  Goods 


By  Balance 


l.J.  1 


V 


i  t.d. 

99   IS  ° 

115      3   ^ 


214    Ii 


17   11  o 


Dr. 


Fo.  7. 


R.  Connor 


Cr. 


1914 

Mar.  28 
.»    3i 

To  Bills 

Payable 
,,    Balance 

B.P.  1 

V 

£ 

220 
190 

s. 

12 
19 

6 
10 

1914 

Mar.  3 

»  24 

Apr.  1 

By  Goods 
By  Balance 

B.J.  1 

V 

£   s.  d. 

220  12    6 
190  19  10 

411 

12 

4 

411  12    4 

190  19  10 

Dr. 


Fo.  8. 


T.  Vinner 


Cr. 


1914 
Mar.  7 
"  ..   3i 


To  Returns 
,,  Balance 


V 


£      *•    d. 

11     3     9 
155     8     6 


166 


1914 

Mar.  t; 

«  3i 


Apr.  1 


By  Goods 


By  Balance 


V 


£   s.  d. 

96    4    3 
70     8    o 


166  12     3 


155    8    6 


Dr. 


Fo.  9 


B.  Haydon 


Cr. 


1914 

i 

s. 

d. 

1914 

£    •.* 

Mar.  10 

To  Goods  . 

S.B.  1 

75 

0 

0 

Mar.  18 

By  Cash  & 

„   18 

5i 

3 

4 

..     3i 

Discount 
„  Bill  Re- 
ceivable 

C.B.  1 
B.R.  I 

75     °  ° 
51    3    4 

126 

3 

4 

126    3    4 

ILLUSTRATION  OF   TRANSACTIONS 
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71 


Cr. 


1914 
Mar.  14 
„    26 


Apr.   1 


To  Goods 

S.B.    1 

V 

£  s.  d. 
313  10  0 
195   0  0 

1914 
Mar.  20 
„    28 

.,    3i 

508  10  0 

To  Balance 

195   0   0 

By  Returns 
, ,    Cash  and 
Discount 
. ,    Balance 


s.R.    1 
c.b.    1 

V 


£  s.  d, 

18  5  9 

295  4  3 

195  o  o 


508   10     o 


Dr. 


Fo.   11 


\V.  Robinson 


1914 

£ 

s. 

d. 

Mar.  28 

To    Com- 

mission 

J.  1 

7 

12 

6 

Dr. 


Fo.   12 


Bills  Receivable 


Cr 


1914 
Mar.  3 1 


To    Sun- 
dries . 


b.r.  1 


£    s.     * 

51     3     4 


Dr. 


Fo.   13 


Bills  Payable 


Cr. 


1 

1914 

Mar.  3  t 

By  Sundries 


b.p.  1 


£     s.d. 

220   12  6 


72 


Dr.         Fo.   14 
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Carriage 


Cr. 


1914 
Mar.  10 


To  Cash 


c.b.  1 


is.  d. 
3   12  o 


Dr.         Fo.  15 


Stationery 


Cr. 


1914 
Mar.  14 


To  Cash 


c.b.  1 


£   s.   d. 
726 


Dr. 

Fo.   16. 

Salaries 

Cr. 

1914 

£  »* 

Mar.  14 

To  Cash    . 

C.B.  1 

15  10  0 

„    28 

»» 

15  10  0 

Dr. 


Fo. 


Discount 


Cr. 


1914 
Mar.  31 


To  Sundries 


C.B.  1 


£     s.d. 
18   10  3 


1914 
Mar.  3 1 


By  Sundries 


c.b.  1 


486 


Dr. 

Fo.  18. 

Commission 

Cr. 

1914 
Mar.  28 

By  W.Rob- 
inson 

J.  1 

£   s.  d. 
7  12    6 

Dr. 
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Fo.  19.  Rent  Cr. 


To  Cash 


C.B. 


£    s.  d. 
880 


Fo.  20. 


Insurance 


Cr. 


To  Cash 


C.B.  1 


£    5.  d. 
230 


Trial  Balance, 

March 

3i>   1914 

£       s. 

d. 

£     s.  d. 

C.B.     1 

Cash 

1. US     7 

0 

L.     1 

H.  Russell,  Capital  A/c 

900     0     0 

2 

Purchases 

793     2 

9 

3 

Sales 

634  13     4 

4 

Purchase  Returns 

20     0   11 

5 

Sales  Returns 

18     5 

9 

6 

G.  Simpson 

1 17    1 1     0 

7 

R.  Connor 

190   19   10 

8 

T.  Vinner  . 

155     8     6 

10 

W.  Vane   . 

195     0 

0 

11 

W.  Robinson 

7  12 

6 

12 

Bills  Receivable 

Si     3 

4 

13 

Bills  Payable      . 

220   12     6 

14 

Carriage     . 

3   12 

0 

15 

Stationery 

7     2 

6 

16 

Salaries 

31     0 

0 

17 

Discount    . 

14     1 

9 

18 

Commission 

7   12     6 

19 

Rent 

8     8 

0 

2G 

Insurance  . 

2     3 

0 

2,246  18 

7 

2,246   18     7 

SYNOPSIS    OF    CHAPTER    IV 

THE  JOURNAL 

§  i. — The  Utility  of  the  Journal. 
2. — The  Form  of  the  Journal. 
3. — The  Journalization  of  Transactions. 
4. — Combined  Journal  Entries. 
5. — Working  from  the  Trial  Balance. 
6. — Illustration. 
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CHAPTER   IV 
THE  JOURNAL 

§  i— The  Utility  of  the  Journal 

The  use  of  separate  books  for  classification  of  transactions  can 
only  be  carried  with  efficiency  to  a  certain  point.  As  it  is  a 
fundamental  rule  that  there  should  be  a  prime  entry  for  every 
transaction  before  the  same  is  entered  in  the  Ledger,  it  is  neces- 
sary to  have  one  book  that  can  be  utilized  for  any  transaction 
for  which  the  other  books  of  prime  entry  are  not  available. 
The  book  for  this  purpose  is  known  as  the  Journal. 

At  one  time  there  was  only  one  book  of  prime  entry,  and  this 
was  the  Journal  itself ;  and  all  entries  were  first  journalized 
before  being  posted.  This  method  is  still  maintained  to  a 
large  extent  in  other  countries,  but  in  this  country  the  tendency 
in  modern  times  has  been  to  relieve  the  Journal  by  creating 
the  other  books  of  prime  entry  which  have  already  been  referred 
to,  and  which,  owing  to  the  system  of  posting  totals  as  already 
explained,  save  a  great  deal  of  time  in  the  actual  book-keeping 

The  use  of  the  Journal  is  now  practically  confined  to  recording  : 

i.  Transactions  for  which  there  is  no  specific  book  of  prime 
entry. 

2    Transfers. 

3.  Adjusting  Entries. 

4.  Opening  and  Closing  Entries. 

It  is  always  necessary  when  making  a  Journal  entry  to  put 
a  narrative  after  the  entry,  this  being  a  short  statement  ex- 
planatory of  the  nature  of  the  transaction  which  has  caused 
the  entry.     Unless  such  a  narrative  is  inserted,  it  will  often  be 

75 


76 


THE  JOURNAL 


found  that  the  origin  of  the  entry  has  been  forgotten,  and  con- 
siderable trouble  may  be  occasioned. 


§  2. — The  Form  of  the  Journal 

The  journal  is  usually  in  the  following  form  : 
ILLUSTRATION 


Date. 

Particulars. 

Fo. 

Dr. 

Cr. 

and  each  entry  made  therein  will  show  the  account  to  be  debited 
and  the  account  to  be  credited,  each  of  these  occupying  a  separate 
line,  in  respect  of  any  particular  transaction  entered.  As  already 
indicated,  the  narrative  should  be  placed  under  each  entry, 
in  order  that  the  reason  for  making  the  entry  may  be  apparent 
at  any  time. 

§  3.    The  Journalization  of  Transactions 

Any  transaction  is  capable  of  being  journalized,  but  for 
reasons  which  should  now  be  quite  clear  the  Journal  is  not  used 
where  any  other  book  of  prime  entry  is  available,  since  two 
entries  are  necessary  in  the  Ledger  in  respect  of  every  item 
entered  in  the  Journal ;  whereas  by  use  of  the  other  books  of 
prime  entry,  much  detailed  posting,  so  far  as  the  Impersonal 
Accounts  are  concerned,  can  be  saved. 


ILLUSTRATION 

Neglecting  the  use  of  other  books  of  prime  entry,  journalize  the  follow- 
ing transactions  : 

1914 
July    1.     Bought  Goods  from  T.  Kerr,  ^100. 
.  f,,    13.     Sold  Goods  to  H.  Cotton,  £60, 
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1914 

July  24.     Purchased  Machinery  from  the  Middlesbrough  Machinery  Co., 
£500. 
,,    25.     Paid  T.  Brown,  £50. 

„    31.     R.  White  is  to  be  credited  with  interest  @   5%  for  one  year 
on  his  capital  of  £2,000. 


Journal 


1914 

July     1 

Purchases      ....      Dr. 
To  T.  Kerr           .... 
Being  Purchase  of  Goods. 

i 

100 

s. 
0 

d. 
0 

i 

100 

s. 
0 

d. 
0 

July  13 

H.  Cotton     .          .          .          .     Dr. 
To  Sales     ..... 
Being  Sale  of  Goods. 

60 

0 

0 

60 

0 

0 

July  24 

Machinery     ....     Dr. 
To  Middlesbrough  Machinery  Co.  . 
Being  Purchase  of  Machinery. 

500 
50 

0 
0 

0 

0 

500 
So 

0 
0 

0 

July  25 

T.  Brown      ....     Dr. 

To  Cash. 
Being  Cash  paid. 

0 

July  31 

Interest  on  Capital          .          .     Dr. 
To  Capital            .... 
Being  Interest  for  1  year  @  5  %  on 
£2,000. 

100 

0 

0 

100 

0 

0 

Sometimes  it  is  found  that  errors  have  been  made  in  the 
books,  which  can  probably  be  rectified  by  means  of  a  Journal 
entry. 


ILLUSTRATION 

In  searching  for  a  difference  in  a  Trial  Balance,  the  following  errors 
are  discovered  : 

(a)  Goods,  valued  £10,  sold  to  J.  Brown,  charged  to  H.  Johnson. 

(b)  Goods  valued  at  £150,  bought  from  T.  Robins,  posted  to  the  credit 
of  H.  Robinson,  the  figure  in  Robinson's  account  being  entered  as  £140. 

(c)  £25  Salaries  posted  to  Wages  Account. 

How  should  these  errors  be  rectified  ? 
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Journal 


1914 

June  30 

J.  Brown       ....     Dr. 
To  H.  Johnson    .... 
Being  Value  of  Goods  charged  to  H. 
Johnson  in  error. 

£ 

10 

150 

s. 
0 

0 

d. 
0 

0 

0 

£ 

10 

150 
25 

5. 
0 

0 

0 

d. 
0 

H.  Robinson            .          .           .      Dr. 
To  T.  Robins      .... 

Being  Amount  posted  to  H.  Robin- 
son's Account  in  error. 

0 

Salaries          ....      Dr. 
To  Wages            .... 
Being  Error  in  posting. 

25 

0 

0 

Note. — With  regard  to  the  second 
item  it  would  be  necessary  to  credit 
Robinson  with  a  further  £10,  marking 
this  and  the  original  entry  so  that 
they  can  be  connected  with  the  entry 
in  the  Bought  Journal.     The  whole 
^150    is    then    transferred    to_^the 
account  of  T.  Robins. 

§  4. — Combined  Journal  Entries 

Sometimes  Journal  entries  involve  the  combination  of  debits 
and  credits  ;  and  this  is  frequently  so  in  the  case  of  opening 
and  closing  entries,  where  these  are  necessary.  The  following 
are  illustrations  of  the  journalization  of  combined  transactions  : 


ILLUSTRATION 

On  July  1,  1 914,  W.  Jones  purchased  from  T.  Watson,  Office  Furniture 
valued  at  £60,  Stationery  and  Account  Books  at  ^15,  upon  the  under- 
standing that  he  be  allowed  credit  by  way  of  discount  on  a  previous 
settled  account  to  the  extent  of  ^4.  Upon  receiving  the  invoice,  charg- 
ing for  the  goods  supplied,  and  giving  effect  to  the  credit  asked  for,  the 
following  Journal  entry  may  be  made  to  record  the  facts  in  the  books  : 


COMBINED  JOURNAL  ENTRIES 
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Journal 


1914 
July  1 


Sundries        .  .  .  .Dr. 

To  Sundries  : 
Office  Furniture 
Stationery,  &c. 
T.  Watson  . 
Discount      . 


Being  Purchase  of  Office  Furniture 
and  Stationery  from  T.  Watson 
and  Discount  allowed  in  respect 
of  a  previous  transaction. 


i 

s. 

d. 

£ 

5. 

60 

0 

0 

15 

0 

0 

71 

0 

4 

0 

75 

0 

0 

75 

0 

ILLUSTRATION 

W.  Jones  takes  over  the  business  assets  of  J.  Martin  on  the  basis  of 
the  following  valuation  : 

Goodwill    .........     ^1,000 

Machinery  ........'    800 

Stock  .........        1,500 

Debtors     .........  750 

He  agrees  to  pay  the  business  liabilities  amounting  to  ^500,  and  to  pay 
Martin  the  difference  between  the  agreed  valuation  of  the  assets  and  the 
amount  of  the  liabilities  taken  over. 

Make  the  Journal  entry  recording  this  transaction. 

Journal 


Sundries —                                   Dr. 
To  Sundries  : 
Goodwill    . 
Machinery 

Stock         .... 
Sundry  Debtors 

Sundry  Creditors     . 
J.  Martin 

Being  assets  and  liabilities  taken 
over   and   amount   due   to    J. 
Martin  as  per  agreement. 

i 

1,000 
800 

1,500 
75° 

5. 

0 
0 
0 
0 

0 

d. 

0 
0 
0 
0 

0 

t 

500 
3.550 

0 
0 

d. 

0 
0 

4,050 

4,050 

0 

0 

§  5. — Working  from  the  Trial  Balance 

The  Trading  and  Profit  and  Loss  Account  and  Balance  Sheet 


8o 


THE  JOURNAL 


are  in  practice  made  up  from  the  Trial  Balance,  the  actual 
closing  of  the  Nominal  Accounts  and  balancing  of  the  remaining 
Accounts  being  left  until  the  final  Accounts  have  actually  been 
prepared. 

Theoretically,  as  each  entry  is  made  in  the  Trading  and  Profit 
and  Loss  Account,  the  corresponding  entry  closing  the  Nominal 
Account  is  made  ;  but  as  in  practice  this  is  not  the  case,  it 
follows  that  in  making  up  final  Accounts  from  a  Trial  Balance 
the  book-keeper  must  bear  in  mind  the  precise  effect  of  the 
entries  which  he  makes,  this  being  equivalent  to  mental  journal- 
izing. 

The  preparation  of  a  Trading  and  Profit  and  Loss  Account 
and  Balance  Sheet  from  the  Trial  Balance  is  a  generally  recog- 
nised procedure,  and  is  known  as  '  Working  from  the  Trial 
Balance/ 

§  6. — Illustration 

From  the  particulars  contained  in  the  following  Trial  Balance, 
prepare  the  closing  Journal  entries,  Trading  and  Profit  and  Loss 
Account  and  Balance  Sheet.  The  Stock  on  hand  is  valued  at 
£252  14s. 

Trial  Balance,  March  31,  1014 


£         *• 

d. 

£     s.  d. 

Cash. 

1. "5     7 

0 

H.  Russell,  Capital  Account 

900    0    0 

Purchases     . 

793     2 

9 

Sales  . 

634   13     4 

Purchases  Returns 

20     0   11 

Sales  Returns 

18     5 

9 

Sundry  Creditors 

463   19     4 

Sundry  Debtors    . 

202  12 

6 

Bills  Receivable    . 

Si     3 

4 

Bills  Payable 

220  12     6 

Carriage 

3  12 

0 

Stationery   . 

7     2 

6 

Salaries 

31     0 

0 

Discount 

14     1 

9 

Commission 

7   12     6 

Rent  .... 

8     8 

0 

Insurance    . 

2     3 

0 

2,246  18 

7 

2,246  18     7 

ILLUSTRATION  OF  TRANSACTIONS 

Journal 
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1914 

Mar.  31 


Trading  Account    . 

To  Purchases 
Being  Transfer  of  Purchases. 


Dr. 


Sales 

To  Trading  Account   . 

Being  Transfer  of  Sales. 


Dr. 


Purchases  Returns  .  .     Dr. 

To  Trading  Account 

Being  Transfer  of  Purchases  Returns 


Trading  Account  .  .     Dr. 

To  Sales  Returns 

Being  Transfer  of  Sales  Returns. 


Profit  and  Loss  Account 
To  Sundries  : 
Carriage 
Stationery 
Salaries 
Discount 
Rent 
Insurance 

Being  Transfer  of  Balances. 


Dr. 


Commission  Account       .  .      Dr. 

To  Profit  and  Loss  Account 

Being  Transfer  of  Balance. 


£ 

s. 

d. 

£ 

s. 

793 

2 

9 

793 

2 

634 

13 

4 

634 

13 

20 

0 

11 

20 

0 

18 

5 

9 

18 

5 

66 

7 

3 

\ 

31 
14 

8 
2 

0 

1 

8 
3 

7 

12 

6 

7 

12 
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Trading  and  Profit  and  Loss  Account  for  the  Month  of  March  19 14 
Dr.  Cr. 


To  Purchases  ^793  2     9 
Less  Returns  20  0   1 1 

£ 

s. 

d. 

By  Sales       .  ^634  1 3  4 
Less  Re- 
turns          18     55 

i 

5. 

A 

,,  Balance  being  Gross 
Profit 

77 '3 
95 

19 

9 

616 
252 

,,    Stock  on  hand 

7 
0 

869 

1 

7 

869 

1 

7 

To  Carriage 
„  Stationery 
,,  Salaries 
„  Discount 
,,  Rent 
,,  Insurance 
,,  Balance,   being    Net 
Profit  transferred  to 
Capital  A/c    . 

3 

7 

31 

M 

8 

37 

[2 

2 
O 

8 
3 

5 

0 

e 

0 

9 

c 
0 

0 

By    Balance   brought 
down 
Commission 

95 
7 

is 

12 

9 
6 

103 

12 

3 

103 

12 

3 

amm 

~* 

*— ™ 

,ii" 

~™ 

H.  Russell 
Balance  Sheet,  March  31,  1914 


Liabilities 
Capital 
Add  Profit  . 

Sundry  Cre- 
ditors 
Bills  Payable 


i      s.d. 

900  o  o 

37     5  0 


463  19  4 
220  12  6 


* 

5. 

d. 

937 

5 

0 

684 

11 

10 

1,621 

16 

10 

Assets 
Sundry  Debtors 
Bills  Receivable 

Stock  on  hand  . 
Cash 


£   s.d. 
202   12  6 

5i     3  4 


£      s.    d. 


253  15  10 

252  14    o 

1.115    7    o 


1,621  16  10 
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CHAPTER  V 
THE   LEDGERS 

§  i.— The  Object  of  the  Ledgers 

The  Ledger  is  the  principal  book  of  account.  All  transactions 
which  occur,  though  for  convenience  they  are  first  classified 
in  the  various  books  of  prime  entry,  must  eventually  be  entered 
either  in  detail  or  in  total  into  the  Ledger  itself.  It  must  be 
remembered  that  the  Cash  Book,  although  made  use  of  as  a 
book  of  prime  entry  owing  to  the  certainty  with  which  cash 
receipts  and  payments  can  be  recorded,  is  nevertheless  part  of 
the  Ledger  bound  up  separately  for  convenience,  and  any 
balance  shown  thereon  must  be  included  in  the  Trial  Balance 
and  ultimately  in  the  Balance  Sheet. 

The  object  of  the  Ledgers,  therefore,  is  to  record  all  the 
transactions  of  the  business,  not  only  for  the  purpose  of  enabling 
any  transactions  to  be  subsequently  traced  or  verified,  but  also 
to  supply  the  information  which  is  so  vital  to  a  business  man, 
i.e.  the  result  of  carrying  on  business  over  a  period  and  the 
state  of  the  affairs  of  the  business  at  any  time.  If  the  accounts 
have  been  properly  kept  it  will  always  be  an  easy  matter  to 
prepare  such  information. 

§  2. — Keeping  the  Ledgers 

The  work  involved  in  keeping  a  Ledger  consists  principally 
of  '  Posting.'  By  this  is  meant  entering  to  the  appropriate 
side  of  the  account  concerned  the  necessary  details  from  the 
book  of  prime  entry.  Thus  in  posting  from  the  Sales  Day  Book 
the  details  will  always  be  entered  on  the  debit  side  of  the  Per- 
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sonal  Account   concerned,  the  usual  particulars   given   being 
somewhat  as  follows  : 


ILLUSTRATION 
Dr. 


John  Everett  &  Co. 


Cr. 


1914 
July  1 


To  Goods 


S.D.B.  I 

i 

300 

s. 
0 

d. 

0 

It  is  not  necessary  to  give  a  great  deal  of  narration  in  a  Ledger, 
but  it  is  always  essential  to  give  the  date,  the  folio  of  the  book 
of  prime  entry,  and  the  correct  amount.  The  narration  in  the 
above  case  '  To  Goods '  should  be  such  as  to  indicate  the  nature 
of  the  transaction  without  going  into  unnecessary  details  ;  so 
that  the  whole  entry  will  enable  one  to  gather  from  mere  inspec- 
tion the  kind  of  transaction  it  records,  the  Ledger  Account  to 
which  has  been  carried  the  corresponding  double  entry,  and  the 
book  of  prime  entry  and  the  folio  therein  from  which  the  record 
was  made.  These  remarks  apply  not  only  to  Sales  but  to 
every  class  of  transaction  posted  in  the  Ledger,  no  matter 
what  book  of  prime  entry  may  be  involved. 

In  posting  care  should  be  taken  to  make  a  reference  in  the 
Ledger  to  the  folio  of  the  book  of  prime  entry,  and  at  the  same 
time  a  reference  should  be  made  against  the  item  in  the  book  of 
prime  entry  to  the  Ledger  Account  to  which  the  transaction  is 
posted.  The  result  of  care  in  this  respect  will  be  that  it  can 
be  seen  at  a  glance  whether  all  entries  have  been  made  in  the 
Ledger,  since  if  an  item  has  not  been  posted  there  should  be  a 
blank  space  in  the  folio  column  in  the  book  of  prime  entry. 

It  is  possible  to  post  direct  to  the  Ledger  any  transactions 
which  take  place,  but  this  is  extremely  undesirable,  the  most 
important  reason  being  that  unless  extraordinary  care  is  exerr 
cised  it  is  possible  for  a  single  entry  to  be  made  in  the  Ledger 
(sometimes  known  as  a  '  Blind  Entry  '),  in  which  case  the  books 
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will  not  balance,  and  difficulty  will  in  all  probability  be  experi- 
enced in  finding  the  difference  on  the  Trial  Balance  subsequently 
prepared. 

Where  a  number  of  transactions  are  posted  to  the  Ledger 
in  one  item  the  narration  will  not  give  any  details,  but  the  word 
1  Sundries  '  will  be  used.  This  will  arise  where  totals  of  a  Day 
Book  are  posted  to  the  Nominal  Account  concerned,  or  where  a 
posting  relates  to  a  combination  journal  entry.  Thus  the  total 
of  the  Sales  Day  Book  for  July  1914,  amounting  to  £1,750  14s.  2d., 
will  be  posted  as  follows  : 


ILLUSTRATION 

Dr.                                                  Sales 

Cr. 

1914 

£ 

s. 

d. 

July 
3i 

By  Sundries 

S.D.B. 

25 

1.750 

14 

2 

The  following  are  some  of  the  principal  rules  for  posting : 

(a)  The  items  on  the  debit  side  of  the  Cash  Book  are  posted 
to  some  account  on  the  credit  side  of  the  Ledger. 

(b)  The  items  on  the  credit  side  of  the  Cash  Book  are  posted 
to  some  account  on  the  debit  side  of  the  Ledger. 

(c)  Items  in  the  discount  columns  of  the  Cash  Book  are 
posted  as  follows : 

(1)  Debit  side  of  Cash  Book,  in  detail  to  the  credit  of  the 
Personal  Accounts  concerned,  and  in  total  periodically  to 
the  debit  of  Discount  Account. 

(2)  Credit  side  of  Cash  Book,  in  detail  to  the  debit  of  the 
Personal  Accounts  concerned,  and  in  total  periodically  to 
the  credit  of  Discount  Account. 

(d)  The  items  in  the  Sales  Day  Book  are  posted  to  the  debit 
of  the  Personal  Account  concerned,  and  the  periodical  total  is 
posted  to  the  credit  of  the  Sales  Account. 

(e)  The  items  in  the  Sales  Returns  Book  are  posted  to  the 
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credit  of  the  Personal  Account  concerned,  and  the  periodical 
total  is  posted  to  the  debit  of  Sales  Returns. 

(/)  The  items  in  the  Bought  Journal  are  posted  to  the  credit 
of  the  Personal  Account  concerned,  and  the  periodical  total  is 
posted  to  the  debit  of  the  Purchases  Account. 

(g)  The  items  in  the  Bought  Returns  Book  are  posted  to  the 
debit  of  the  Personal  Account  concerned,  and  the  periodical 
total  is  posted  to  the  credit  of  Bought  Returns. 

(h)  The  items  in  the  Bills  Receivable  Book  are  posted  to  the 
credit  of  the  Personal  Account  concerned,  and  the  periodical 
total  is  posted  to  the  debit  of  Bills  Receivable  Account. 

(/)  The  items  in  the  Bills  Payable  Book  are  posted  to  the 
debit  of  the  Personal  Account  concerned,  and  the  periodical 
total  is  posted  to  the  credit  of  Bills  Payable  Account. 

(k)  The  items  in  the  Journal  are  posted  as  shown  therein, 
the  amount  in  the  debit  column  to  the  debit  of  the  account 
named  against  it,  and  the  amount  in  the  credit  column  to  the 
credit  of  the  account  named  against  it. 

In  classifying  the  transactions  to  the  various  books  of  prime 
entry  no  difficulty  can  arise  ;  and  in  posting  from  them  the 
work,  though  requiring  intelligence  and  care,  is  nevertheless 
almost  automatic.  Special  care  is  necessary,  however,  in 
making  journal  entries,  as  both  the  account  to  be  debited  and 
the  account  to  be  credited  must  be  specially  determined  in 
each  particular  instance. 

The  Personal  Accounts  in  the  Ledger  should  be  ruled  off  when 
they  balance,  i.e.  when  each  side  totals  up  to  the  same  amount  j 
and  the  totals  should  be  inserted  to  show  that  the  account 
does  actually  agree. 

The  Nominal  Accounts  are  not  ruled  off  until  a  Profit  and 
Loss  Account  is  made  up,  and  the  balances  on  such  accounts  are 
then  transferred  to  the  Profit  and  Loss  Account,  thus  closing 
them  off.  It  is  usual  at  the  date  of  the  Balance  Sheet  to  rule 
off  the  Personal  Accounts,  entering  the  balance  necessary  to 
make  each  side  equal  and  bringing  such  balance  down  on  the 
opposite  side  under  the  ruled-off  total. 

It  is  of  the  utmost  importance  to  ensure  that  totals  carried 
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over  from  one  page  to  another  in  the  Ledger  are  correctly  entered  ; 
errors  in  this  respect  being  a  frequent  source  of  difficulty  in 
balancing.  The  same  remark  applies  to  '  Carry  forwards '  in 
the  various  Day  Books. 

§  3. — Arrangement  of  Ledgers 

There  is  nothing  to  prevent  all  the  accounts  of  a  business 
being  kept  in  one  Ledger,  but  it  is  usual  to  subdivide  the  Ledgers 
for  convenience  of  posting  and  reference.  Thus  separate 
Ledgers  will  be  kept  for  the  accounts  of  customers  to  whom 
goods  are  sold,  i.e.  Sales  Ledgers  ;  the  accounts  of  persons 
from  whom  goods  are  purchased,  i.e.  Bought  Ledgers  ;  the 
accounts  of  transactions  affecting  the  business,  i.e.  Nominal 
Ledger,  Impersonal  Ledger,  or  Private  Ledger. 

Special  subdivision  of  Ledgers  is  frequently  necessary  where 
there  are  a  large  number,  and  this  subdivision  will  be  made 
in  accordance  with  the  requirements  of  the  business.  For 
instance,  the  Sales  Ledger  may  be  divided  between  Town, 
Country,  and  Foreign,  or  possibly  a  special  Ledger  may  be  kept 
for  any  special  department  or  special  product  dealt  in.  Care 
should  be  taken  to  give  each  Ledger  a  distinguishing  letter,  so 
that,  in  posting,  the  description  as  well  as  the  folio  of  the  Ledger 
can  be  entered  in  order  to  facilitate  reference. 

An  index  is  always  included  in  each  Ledger,  and  it  is  important 
to  enter  therein  every  new  account  as  it  is  opened  so  that  the 
same  can  readily  be  turned  up  when  required. 

If  the  Ledger  contains  a  very  large  number  of  accounts  it  is 
desirable  to  subdivide  the  space  reserved  in  the  index  for  each 
letter  in  the  alphabet,  so  that  the  names  in  which  the  first  vowel 
following  the  initial  letter  is  the  same  will  appear  grouped 
together.  This  arrangement  will  render  still  more  easy  the 
ascertainment  of  a  particular  folio. 

§  4. — Card  Ledgers 

One  of  the  modern  innovations  in  book-keeping  is  the  utiliza- 
tion of  Card  Ledgers.  These  consist  of  separate  cards  for  each 
Ledger  Account,  filed  away  in  cabinets  specially  prepared  for 
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the  purpose.  Frequently  the  card  is  perforated  with  a  hole, 
through  which  a  rod  passes,  by  means  of  which  the  cards  can 
be  locked  in  a  drawer,  so  that  only  authorized  persons  can  take 
them  out.  The  cards  can  be  referred  to  whilst  so  locked,  but 
for  posting  the  Ledger  Clerk  must  remove  the  rod  so  that  the 
cards  can  be  taken  out  as  he  requires  them. 

There  are  several  systems  in  use,  one  system  being  that  of 
filing  the  cards  away  in  strict  alphabetical  order.  As  a  card 
gets  full,  a  new  card  is  placed  at  the  back  of  it,  and  used  cards 
will  from  time  to  time  be  transferred  into  a  Dead  Ledger  section. 

The  system  possesses  certain  advantages,  amongst  which 
are  the  following  : 

(a)  The  cards  as  they  are  filled  up  can  be  transferred  to  a 
separate  file  specially  utilized  for  completed  accounts.  The 
current  file  will  therefore  only  contain  cards  actually  in  use. 

(b)  The  trouble  of  opening  and  spacing  new  Ledgers,  and 
transferring  old  balances  thereto,  is  entirely  avoided. 

(c)  A  large  number  of  clerks  can  be  put  to  work  simultaneously 
upon  the  accounts,  especially  where  the  Loose-leaf  system  of 
Day  Book  has  been  adopted. 

(d)  A  large  number  of  clerks  can  be  employed  in  balancing 
the  accounts  and  extracting  the  balances. 

(e)  Under  certain  systems  an  index  is  unnecessary. 
Among  the  disadvantages  may  be  mentioned  the  following  : 

(a)  The  cards  are  usually  small,  so  that  they  are  not  gener- 
ally as  complete  in  detail  as  a  Ledger  in  book  form,  nor  so 
convenient  to  follow. 

(b)  Cards  may  be  accidentally  or  purposely  lost. 

(c)  Substitutions  may  be  fraudulently  made. 

(d)  In  certain  systems  folio  references  cannot  be  made  in 
the  books  of  prime  entry  to  the  cards. 

The  principal  of  these  disadvantages  should  be  obviated  by 

a  proper  system  of  dealing  with  the  cards,  and  for  this  purpose 

it  will  probably  be  found  necessary  to  keep  an  index  of  cards, 

which  may  itself  take  the  form  of  a  card  index.     Each  person's 

;  account  will  be  given  a  definite  number,  which  number  can 

i  be  ascertained  by  turning  up  the  name  of  the  customer  in  the 


go  THE  LEDGERS 

card  index.  This  number,  when  originally  given,  will  be  placed, 
together  with  the  name  of  the  account  and  the  date  of  issue, 
on  the  original  card,  by  the  Secretary  or  other  person  responsible 
for  the  issue  of  cards,  who  will  place  his  initials  thereon.  Upon 
a  card  being  completed,  the  responsible  official  will  issue  a  new 
card,  and  will  place  upon  it  the  name  of  the  account,  the  original 
number,  and  the  date  of  issue,  and  will  also  initial  it. 

Actual  Ledger  Cards  will  then  be  always  filed  in  numerical 
order,  and  no  cards  can  be  inserted  by  way  of  substitution 
without  bearing  the  name,  number,  and  date  of  issue,  in  the 
handwriting  of  the  responsible  official,  and  also  his  initials. 

It  will  probably  be  found  advisable  to  have  a  clerk  whose 
duties  will  comprise  those  of  keeping  the  Index  and  Ledger, 
and  who  will  record  all  cards  given  out,  and  see  that  they  are 
duly  returned.  He  alone  will  have  charge  of  the  key  by  which 
the  cards  can  be  locked  in  the  cabinets,  so  that  he  can  thereby 
exercise  strict  control  over  them. 

It  will  be  seen  that  this  system  will  not  only  tend  to  prevent 
cards  from  being  lost,  and  prevent  cards  from  being  fraudulently 
substituted,  but  it  will  also  enable  ledger  references  to  be  placed 
against  each  item  in  the  books  of  prime  entry. 

The  person  having  control  of  the  stock  of  cards  must  be  a 
responsible  official,  and  should  keep  a  register  showing  blank 
cards  received  and  issued  ;  and,  in  order  that  the  whole  system 
may  be  effective,  the  methods  upon  which  the  cards  are  to  be 
kept,  and  the  supervision  of  the  clerks  responsible  for  dealing 
with  them,  must  be  efficient  and  properly  carried  out. 

It  is  an  additional  safeguard  to  have  the  cards  specially  ruled, 
and  to  have  the  name  of  the  actual  firm  using  the  cards  printed 
upon  them. 

§  5. — Loose-leaf  Ledgers 

Another  form  of  Ledger  which  has  found  even  more  favour 
than  Card  Ledgers  is  the  Loose-Leaf  Ledger.  This  term  is 
somewhat  of  a  misnomer,  since  the  leaves  in  actual  use  are 
securely  bound  and  locked  in  binders,  and  leaves  can  only  be 
taken  out  or  inserted  with  the  authority  of  the  person  who 
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has  the  key  of  the  Ledger.  It  is  not  desirable  to  unlock  the 
Ledger  for  the  purpose  of  enabling  the  work  to  be  done  by  more 
clerks  at  balancing  time ;  but  if  it  is  necessary  to  spread  the 
work  amongst  the  staff  to  a  greater  extent,  this  is  always  im- 
mediately possible  by  the  introduction  of  new  binders,  in  which, 
however,  the  sheets  should  always  be  locked  before  they  are 
used  by  the  staff.  It  may  therefore  be  said  that  the  advantages 
of  Loose-leaf  Ledgers  are  : 

(a)  That  the  Ledger  is  continuous,  and  the  opening  of  an 
entirely  new  Ledger  is  never  required. 

(b)  That  the  Ledger  can,  as  occasion  requires,  be  split  up  by 
the  provision  of  extra  binders,  so  that  any  particular  Ledger 

.  can  be  turned  into  two  Ledgers  or  more. 

(c)  That  closed  pages  and  dead  accounts  can  be  withdrawn, 
and  inserted  in  a  separate  binder  kept  for  this  special  purpose. 

If  the  system  is  properly  carried  out,  the  keys  being  kept 
under  the  control  of  a  responsible  official,  and  if  the  sheets  are 
numbered  and  registered  as  they  are  used,  the  advantages  of 
using  such  Ledgers  far  outweigh  any  disadvantages  as  compared 
with  bound  books. 

The  usual  practice  is  to  have  each  Ledger,  as  with  bound 
books,  denoted  by  a  special  number  or  letter,  and  the  Accounts 
in  that  Ledger  will  be  divided  into  alphabetical  order,  an  index 
being  placed  for  each  letter  of  the  alphabet. 

Each  Account  under  each  letter  will  have  its  distinctive 
number,  and  as  new  leaves  are  required  they  will  be  inserted 
behind  the  original  leaf,  the  same  number  being  continued,  so 
that  an  Account  can  always  be  readily  found. 

Thus,  assuming  that  Ledgers  are  divided  up  under  letters 
of  the  alphabet,  and  all  Yorkshire  Accounts  are  in  Ledger  Y, 
the  Account  of  William  Brown,  of  Bradford,  will  be  found  in 
the  Y  Ledger,  under  the  index  of  B. 

On  turning  up  this  index  the  number  of  the  account  in  the 
B  section  can  be  found,  and  if  this  is  the  sixth  account  in  that 
section  the  reference  thereto  will  be  Y/B  6,  and  this  reference  can 
be  placed  against  any  transactions  referring  to  Brown's  Account 
in  the  prime  entry  books  when  such  transactions  are  posted. 
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It  is  an  additional  safeguard  to  have  the  sheets  specially 
ruled,  and  to  have  the  name  of  the  actual  firm  using  the  sheets 
printed  upon  them  ;  and  a  register  of  blank  sheets  received  and 
issued  should  always  be  kept. 

§  6. — Trial  Balance 

The  object  of  the  Trial  Balance  is  primarily  to  show  that 
the  Double  Entry  has  been  preserved  in  recording  the  transactions 
entered  in  the  books  of  the  business.  In  addition  to  this  the 
Trial  Balance  is  particularly  useful  in  the  preparation  of  Final 
Accounts,  which,  subject  to  any  adjustment,  can  be  made  up 
from  the  particulars  contained  in  the  Trial  Balance,  the  Ledger 
Accounts  being  adjusted  after  the  work  is  completed. 

It  does  not  follow,  however,  that  because  the  books  are 
arithmetically  accurate  that  the  transactions  have  been  properly 
recorded  therein,  since  the  correctness  of  the  books  will  be 
affected  by  errors  of  omission,  errors  of  commission,  or  errors 
of  principle,  and  it  is  by  no  means  certain  that  any  of  these 
will  be  brought  to  light  by  the  Trial  Balance. 

An  error  of  omission,  if  it  consists  of  an  entire  omission  of 
the  transaction,  will  not  affect  the  Double  Entry  in  any  way ; 
but  if  one  aspect  of  a  transaction  is  omitted,  the  Trial  Balance 
will  be  out  to  the  extent  of  the  error. 

An  error  of  commission  may  affect  both  aspects  of  a  trans- 
action, as,  for  instance,  where  an  overcharge  is  made  in  entering 
a  sale  in  the  Sales  Day  Book,  and  in  this  case  the  Double  Entry 
is  not  affected  ;  but  if  the  figures  are  incorrectly  posted  from 
the  Sales  Day  Book  to  the  debit  of  the  customer,  the  Double 
Entry  will  be  affected,  and  the  Trial  Balance  will  be  out  to  the 
extent  of  the  mis-posting.  The  posting  of  the  correct  figures 
to  the  wrong  account  will  not  be  shown  by  the  Trial  Balance, 
unless  they  are  posted  on  the  wrong  side. 

Errors  of  principle  are  errors  arising  by  reason  of  a  transaction 
being  recorded  in  a  fundamentally  incorrect  manner,  and  these 
will  generally  remain  undetected  by  the  Trial  Balance  ;  examples 
of  errors  of  principle  are  Expenses  charged  to  a  Personal  Account, 
Liabilities  being  treated  as  Profits,  or  vice  versa. 
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§  7. — Errors  in  Balancing 

If  the  book-keeper  finds,  on  taking  out  the  Trial  Balance, 
that  he  cannot  get  the  two  sides  to  agree,  he  may  have  some 
difficulty  in  locating  the  error  that  exists,  and  in  order  to  obviate 
such  difficulties  great  care  should  be  exercised  in  posting. 

After  the  Trial  Balance  lias  been  recast,  it  should  be  seen 
whether  the  amount  of  the  error  is  capable  of  being  interpreted 
as  a  mis-posting.  Thus,  if  the  difference  is  £4  5s.  2d.,  it  may 
arise  through  £4  10s.  being  posted  as  4s.  iod.,  and  all  items  of 
that  amount  in  the  books  of  prime  entry  should  be  subjected 
to  scrutiny. 

If  the  amount  of  the  error  is  divisible  by  two,  it  is  possible 
either  that  a  posting  of  half  the  amount  has  been  made  to  the 
wrong  side  of  the  Ledger  or  that  a  balance  of  half  the  amount 
has  been  placed  in  the  wrong  column  of  the  Trial  Balance. 

If  the  error  is  not  discovered  after  any  of  these  ideas  have 
been  considered,  and  the  books  scrutinized  in  respect  thereof, 
particularly  for  unposted  items,  the  balances  should  be  rechecked 
in  detail  on  to  the  Trial  Balance. 

If  the  error  still  remains  undetected,  the  whole  of  the  books 
of  prime  entry  must  be  cast,  and,  if  necessary,  the  postings 
must  be  also  re-checked.  All  carry  forwards  must  be  examined, 
since  a  reversion  of  figures  in  this  respect  may  be  the  cause  of 
the  discrepancy.  In  casting  the  Ledgers,  care  should  be  taken 
to  see  that  balances  have  been  properly  carried  down,  and  it 
may  be  necessary  to  check  the  opening  balances  from  the  previous 
Balance  Sheet  and  Schedules. 

It  is  dangerous  to  leave  a  difference  on  books  without  rectifica- 
tion, since  it  may  be  much  larger  than  it  appears  owing  to 
compensatory  influences.  Thus  an  ostensible  error  of  £1  on  a 
Trial  Balance  may  be  found  eventually  to  be  composed  of  an 
omission  of  £100  on  the  debit  side  of  the  Ledger,  and  £101  on 
the  credit  side.  Frequently  when  searching  for  a  difference 
other  errors  are  found  which  may  or  may  not  affect  the  arith- 
metical accuracy  of  the  books. 

When  an  error  has  been  found,  it  should  be  put  right  in  the 
accounts  by  means  of  a  Journal  Entry,  should  the  same  be 
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necessary.  An  unposted  item  will  of  course  be  merely  posted  j 
and  an  item  posted  with  a  wrong  amount  can  also  be  posted,  a 
symbol  being  placed  against  the  original  and  compensatory 
entry  in  the  Ledger  to  connect  them  clearly  with  the  item  in 
the  book  of  prime  entry.  Where  items  have  been  posted  to  a 
wrong  account  the  rectification  should  always  be  made  by 
means  of  a  Journal  Entry. 

Assuming,  however,  that  care  and  skill  have  been  exercised 
in  keeping  the  books,  and  a  Trial  Balance  has  been  obtained,  the 
book-keeper  is  justified  in  taking  for  granted  that  the  books 
are  prima  facie  correct  up  to  that  point,  and  it  is  then  necessary 
to  show  the  result  of  carrying  on  the  business  by  preparing  a 
Trading  Account,  Profit  and  Loss  Account,  and  Balance  Sheet. 

§  8. — Illustration 

T.  Miller  carries  on  business  as  a  cigar  manufacturer.  Pre- 
pare his  Trading  and  Profit  and  Loss  Account  and  Balance  Sheet 
from  the  following  Trial  Balance  at  June  30,  1914. 


£       s- 

d. 

£       «•    d. 

Capital         ..... 

6,000     0     0 

Withdrawals         .... 

500     0 

0 

Sales 

13,000     0     0 

Tobacco  (bought) 

4,000     0 

0 

Loan  on  Mortgage 

1,000     0     0 

Machinery  and  Plant    . 

1,500     0 

0 

Land  and  Buildings 

2,000     0 

0 

Interest  on  Loan 

40     0 

0 

Wages          ..... 

5,000     0 

0 

Boxes,  Labels,  &c. 

500     0 

0 

Rates  and  Taxes 

40     0 

0 

Bills  Receivable   .... 

300     0 

0 

Insurance    .          .          .          .          . 

10     0 

0 

Carriage  and  Freight  (outwards) 

150     0 

0 

Incidental  Expenses 

200     0 

0 

Stock,  January  1,  19 14 

2,500     0 

0 

Cash  at  Bank       .... 

1,250     0 

0 

Cash  in  hand        .... 

50     0 

0 

Personal  Accounts — Ledger  A 

1 ,400     0 

0 

25     0     0 

B 

2,650     0 

0 

10     0     0 

C 

37     0 

0 

2,092     0     0 

22,127     0 

0 

22,127     0     0 

Stock,  June  30,  1914 


£3,ooo 
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Trading  and  Profit  and  Loss  Account  for  the  Half-year  Ended 

June  30,  1914 


£     *•  d. 

i     s.d. 

To  Stock,  Jan.  1,  1914 

2,500  0  0 

By  Sales 

13,000  0  0 

,,  Purchases 

4,000  0  0 

,,    Stock  at  June  30,  1914 

3,000  0  0 

,,  Wages 

5,000  0  0 

,,  Boxes,  Labels,  &c. 

500  0  0 

,,  Balance,  being  Gross 

Profit 

4,000  0  0 

By  Balance  brought  down 

16,000  0  0 

16  ,000  0  0 

To  Interest  on  Loan    . 

40  0  0 

4,000  0  0 

,,  Rates  and  Taxes    . 

40  0  0 

,,  Insurance 

10  0  0 

,,  Carriage  &  Freight 

150  0  0 

,,  Incidental  Expenses 

200  0  0 

,,  Balance,  being  Net 

Profit    carried    to 

Current  Account  . 

3,56b  0  0 

4,000  0  0 

4  ,000  0  0 

T.  Miller 
Balance  Sheet,  June  30,  19 14 


Liabilities 
Capital     . 
Current  Account, 

Profit    . 

Less  Drawings 

£   s.d. 

3,560  0  0 
500  0  0 

£  s.d. 
6,000  0  0 

3,060  0  0 
3,127  0  0 

Assets 
Land           and 

Buildings 
Machinery  and 

Plant 
Sundry  Debtors 
Bills  Receivable 

Stock  on  Hand 

Cash  in  Hand  . 

,,    at  Bank    . 

£  s.d. 

4,087  0  0 
300  0  0 

£  s.d. 

2,000  0  0 
1,500  0  0 

Sundry  Creditors 
On  Open  Ac- 
count 
On  Loan  Ac- 
count 

2,127  °  ° 
1,000  0  0 

4,387  0  0 
3,000  0  0 

50  0  0 

1,250  0  0 

12,187  °  ° 

12,187  °  ° 
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CHAPTER   VI 
BILLS   OF   EXCHANGE 

§  i. — Bills  of  Exchange 

A  Bill  of  Exchange  is  defined  by  the  Bills  of  Exchange  Act 
1882,  as  '  an  unconditional  order  in  writing  signed  by  the  person 
giving  it,  requiring  the  person  to  whom  it  is  addressed  to  pay 
on  demand  or  at  a  fixed  or  determinable  future  time  a  sum 
certain  in  money  to  or  to  the  order  of  a  specified  person  or  to 
bearer.' 

(a)  The  Utility  of  Bills  of  Exchange 
Bills  of  Exchange  serve  two  useful  purposes  : 

(1)  They  enable  manufacturers  to  increase  the  volume  of 
their  trade  without  increasing  their  Capital. 

(2)  They  enable  transactions  to  be  settled  with  a  minimum 
use  of  metallic  currency. 

As  regards  insular  transactions,  it  must  be  remembered  that 
a  manufacturer  generally  allows  his  customer  a  certain  period 
from  the  delivery  of  goods,  say  th*ee  months,  in  which  to  pay 
his  account,  this  period  being  known  as  the  term  of  credit.  If 
full  advantage  is  taken  of  the  three  months'  term  of  credit, 
the  manufacturer  has  to  wait  for  that  period  before  being  able 
to  utilize  the  capital  which  is  represented  by  the  goods  sold  ; 
but  as  when  he  gets  that  capital  back  he  can  again  start  using 
it  profitably,  he  generally  allows  a  discount  for  payment  before 
the  term  of  credit  has  expired,  as  previously  explained. 

He  might,  however,  arrange  with  the  purchaser  of  the  goods 
to  accept  a  Bill  of  Exchange,  payable  at  the  expiration  of  the 
7  97 
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term  of  credit.  This  involves  no  hardship  on  the  purchaser  of 
the  goods,  who  would  in  normal  circumstances  pay  the  debt 
at  the  expiration  of  such  time  ;  but  it  does,  of  course,  make  it 
necessary  for  him,  for  the  sake  of  his  own  credit,  to  meet  the 
bill  when  it  becomes  due.  Where  the  manufacturer  can  arrange 
with  the  purchaser  to  accept  a  Bill  of  Exchange,  he  can  either 
hold  the  bill  till  maturity  and  then  collect  it,  or  if  he  prefers 
to  do  so  he  can  discount  it,  and  so  obtain  the  present  worth  of 
the  money  which  is  due  at  a  future  date.  It  will  be  seen,  there- 
fore, that  one  of  the  advantages  that  a  system  of  Bills  of  Ex- 
change confers  upon  the  business  world  is  to  enable  the  person 
who  is  entitled  to  receive  money  at  a  known  fixed  date  to  pro- 
vide himself  with  Liquid  Assets,  should  the  necessity  arise,  or 
should  he  think  it  advantageous. 

Bills  of  Exchange  are  also  of  the  greatest  use  in  settling  trans- 
actions between  one  country  and  another.  If  A  in  London 
buys  goods  from  B  in  France,  B  sends  the  goods  over,  and  in 
the  ordinary  course  of  things  we  should  expect  A  to  send  B 
their  value  in  money.  But  to  do  so  presents  certain  difficulties, 
one  being  that  the  money  which  is  legal  tender  in  England  is 
not  legal  tender  in  France  ;  and  another,  that  to  send  such 
valuable  commodities  as  gold  or  bullion  is  an  expensive  process. 

Now  suppose  that  A  in  London  buys  goods  from  B  in  France, 
and  C  in  France  buys  goods  from  D  in  London,  both  purchases 
being  of  equal  value,  B  in  France  draws  a  bill  on  A  in  London, 
and  sells  it  to  C  in  France,  who  sends  it  to  his  creditor  D  in 
London.  D  thereupon  collects  the  money  represented  by  the 
bill  from  A,  and  the  whole  set  of  transactions  is  settled  ;  for  B 
has  received  his  money  from  C,  and  D  has  received  his  money 
from  A,  and  both  A  and  C  have  paid  their  debts. 

Inland  Bills  of  Exchange,  in  the  same  way  as  cheques,  can 
be  used  on  this  principle  also ;  thus,  if  A  owes  money  to  B,  he  can 
pay  him  by  bill  or  cheque  ;  B  owes  a  corresponding  amount 
to  C,  and  can  therefore  transfer  the  bill  or  cheque  to  him.  C 
can  transfer  the  bill  or  cheque  to  D,  and  so  on  until  the  person 
to  whom  the  cheque  is  last  negotiated  collects  it,  or  the  person 
in  whose  hands  the  bill  is  upon  maturity  presents  it  for  payment. 
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(b)  The  Form  of  Bills  of  Exchange 

The  following  are  various  forms  of  Bills  of  Exchange  : 
ILLUSTRATION  Inland  Bill 

£100 
Stamp  London, 

15.  30th  June,  1914. 

Three  months  after  date  pay  to  J.  Mills  or  order  the  sum  of  One 
hundred  pounds  for  value  received. 

To  T.  Jones  &  Co.,  A.  Andrews. 

Birmingham. 

/i.ooo  Foreign  Bill 

"Stamp  Singapore, 

105.  215/  Feb.,  1914. 

Three  months  after  sight  pay  this  First  of  Exchange  (second  and 
third  of  even  tenor  and  date  unpaid)  to  T.  Harris  or  order  the  sum  of 
One  thousand  pounds  for  value  received. 

To  H.  Cotton  &  Co.,  R.  Green  &  Co. 

London . 

Foreign  Bill  Drawn  and  Payable  Outside  the  United  Kingdom, 
and  Stamped  when  Negotiated  in  the  United  Kingdom 

Stamp  Cairo, 

2S.  6d.  21st  Feb.,  1914. 

Three  months  after  sight  pay  this  First  of  Exchange  (second  and 
third  of  even  tenor  and  date  unpaid)  to  F.  Harris  or  order  the  sum  of 
Five  hundred  pounds  for  value  received. 

To  Emile  Briand,  S.  Sampson. 
Paris. 

The  person  signing  the  order  in  the  first  instance,  A.  Andrews, 
is  the  drawer;  the  firm  to  whom  it  is  addressed,  T.  Jones  &  Co., 
is  the  drawee,  and  if  they  accept  it  by  writing  their  name  across 
the  face  of  the  instrument,  they  become  the  acceptor.  The  per- 
son to  whom  the  same  is  made  payable,  J.  Mills,  is  the  payee,  and 
in  the  case  of  an  order  bill  he  must  endorse  it  by  writing  his 
name  on  the  back  before  he  can  transfer  it  to  any  other  person. 

(c)  Liability  of  Parties 

The  drawee  is  not  liable  on  the  instrument  until  he  accepts 
it,  but  when  he  does  so  he  becomes  primarily  liable.  If  the 
acceptor  does  not  pay,  the  drawer  is  next  liable,  and  after  that 
the  various  endorsers  ;  but  any  person  who  has  made  himself 
liable  on  the  bill  by  accepting,  drawing,  or  endorsing,  can,  if 
proper  notice  has  been  given  on  dishonour,  be  made  to  pay 
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the  bill;  and  if  there  are  others  liable  antecedently  to  him,  he 
will  have  the  same  right  against  such  persons. 

(d)  Days  of  Grace 

A  Bill  of  Exchange,  on  sight  or  demand,  is  due  immediately 
and  can  be  presented  at  any  time  ;  but  on  all  other  Bills  of 
Exchange  three  days  are  allowed  for  payment,  and  in  calculating 
the  due  date,  three  days  must  be  added  as  an  allowance  for 
these  days  of  grace  ;  thus  the  first  bill  illustrated  on  page  99 
will  be  due  on  October  3,  1914. 

(e)  Stamp  Duties 

The  following  are  the  stamp  duties  on  Bills  of  Exchange  : 
Bill  of  Exchange  payable  on  demand,  at  sight,  on  pre-    £      s.  d. 
sentation,  or  within  three  days  after  date  of  sight     001 
(This  stamp  may  be  adhesive.) 
Bill  of  Exchange  drawn  and  expressed  to  be  payable 
out  of  the  United  Kingdom,  when  actually  paid  or 
endorsed  or  in  any  manner  negotiated  in  the  United 
Kingdom  : 
Where  the   amount  exceeds  £50  and  does  not 
exceed  £100  .         .         .         .         .         .006 

Where  amount  exceeds  £100,  for  every  £100  or 
fractional  part  of  £100  .         .         .         .         .0 

Bill  of  Exchange  of  any  kind  whatsoever,  and  Pro- 
missory Note  of  any  kind  whatsoever  (except  a 
Bank  note),  drawn  and  expressed  to  be  payable,  or 
actually  paid  or  endorsed,  or  in  any  manner  nego- 
tiated, in  the  United  Kingdom  (except  as  above)  ; 
Where  amount  or  value  of  money  for  which  bill 
or  note  is  drawn  or  made  does  not  exceed  £5.001 
Exceeds    £5  and  does  not  exceed  £10  .         .002 

£10       „  „  £25  ..003 

£25       „  „  £50  ..006 

£50       „  „  £75  ..009 

£75        »  »  £100  .  .010 

Exceeding  £100,  for  every  £100  or  fraction  of  £100.     010 
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(/)  Endorsements  '  j :  •     »*  * "> **  *- 

In  the  case  of  an  order  bill  the  holder,  before  being  able  to 
negotiate  it,  must  endorse  it  by  writing  his  name  on  the  back. 
In  addition  to  this  the  bill  must  then  be  delivered  to  the  trans- 
feree, endorsement  and  delivery  both  being  necessary. 

In  the  case  of  a  bearer  bill,  no  endorsement  is  required,  the 
instrument  passing  from  hand  to  hand  by  delivery  only. 

The  ordinary  form  of  endorsement  is  known  as  an  '  Endorse- 
ment in  Blank,'  and  consists  of  the  mere  signature  of  the  payee 
in  the  first  instance,  or  of  an  endorsee  to  whom  the  bill  has  been 
specially  endorsed.  The  effect  of  an  endorsement  in  blank 
is  to  turn  the  instrument  into  a  bearer  bill — in  other  words,  a 
bill  endorsed  with  a  blank  endorsement  will  subsequently  pass 
from  hand  to  hand  by  mere  delivery. 

A  Special  Endorsement  is  one  that  specifies  the  person  to 
whom,  or  to  whose  order,  the  bill  is  to  be  payable.  Thus,  taking 
the  first  bill  illustrated  on  page  99,  J.  Mills  is  the  payee,  and  he 
must  endorse  the  bill  before  he  can  negotiate  it  to  any  other 
person .  If  he  merely  wrote  his  name  on  the  back  of  the  instru- 
ment, this  would  be  an  endorsement  in  blank  ;  but  if,  before 
transferring  the  bill  to  Edward  Moss,  he  wrote  on  the  back  of  the 
bill  '  Pay  Edward  Moss  or  order/  and  then  added  his  signature, 
this  would  be  a  special  endorsement,  and  the  result  would  be 
that  Edward  Moss  himself  would  have  to  endorse  the  bill,  either 
specially  or  in  blank,  before  he  in  turn  could  negotiate  it. 

A  Restrictive  Endorsement,  as  ■  Pay  D  only,'  puts  an  end 
to  the  negotiability  of  the  instrument,  only  D  being  entitled 
to  receive  the  money. 

An  endorsement  '  Sans  Recoars  '  negatives  any  liability  on  the 
part  of  the  endorser.  It  indicates  that  he  will  not  be  answerable 
on  the  bill  to  any  subsequent  holder.  The  transferee  is  not, 
of  course,  bound  to  take  this  endorsement,  but  if  he  does  so  he 
is  bound  by  it. 

A  '  Facultative  '  endorsement  is  one  which  waives  some  right 
to  which  the  endorser  is  entitled  ;  such  as,  for  instance,  '  Notice 
of  dishonour  waived/ 

When  the  Bill  is  negotiated  so  frequently  that  there  is  no 
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room  for  further  signatures  on  the  back,  a  strip  of  paper  may 
be  gummed  thereon,  in  order  that  further  signatures  may  be 
added.     This  is  known  as  an  '  Allonge.' 

(g)  Acceptance 

Bills  are  frequently  put  into  circulation  before  acceptance,  but 
it  is  advisable  to  present  a  bill  for  acceptance  as  soon  as  possible  ; 
it  has  already  been  indicated  that  the  Drawee  is  not  bound  to 
accept  a  bill,  and  is  in  fact  under  no  liability  on  the  instrument 
until  he  does  so. 

The  Drawee  is  entitled  to  have  the  bill  in  his  possession  twenty- 
four  hours  before  deciding  whether  he  will  accept  or  not,  and  he 
must  then  return  the  bill  to  the  holder.  If  he  fails  to  accept, 
the  bill  is  dishonoured  for  non-acceptance,  and  notice  of  dis- 
honour must  be  given  to  all  parties  liable  antecedently  on  the  bill. 

The  holder  may  take  a  Qualified  Acceptance,  that  is  to  say, 
an  acceptance  which  varies  the  bill  as  drawn.  A  Qualified 
Acceptance  may  be  : 

(i)  Conditional,  e.g.  Accepted  payable  on  giving  up  Bills  of 
Lading. 

(2)  Partial,  i.e.  Accepted  for  part  only  of  the  sum  specified. 

(3)  Local,  i.e.  Payable  only  at  a  particular  place. 

(4)  Qualified  as  to  time,  e.g.  Accepted  payable  in  six  months 
instead  of  three  months. 

(5)  Acceptance  by  some  only  of  the  drawees. 

The  holder  is  not  bound  to  take  a  Qualified  Acceptance,  and 
if  he  does  not  obtain  an  Unqualified  Acceptance  he  may  treat 
the  bill  as  dishonoured. 


(//)  Presentment  for  Payment 

When  the  bill  becomes  due,  it  must  be  presented  for  payment, 
and  if  payment  is  refused,  the  bill  is  said  to  be  dishonoured  by 
non-payment.  Immediate  notice  of  dishonour  must  then  be 
given  to  all  parties  antecedently  liable  on  the  bill.  The  bill 
must  always  be  presented  for  payment  at  maturity,  since 
although  the  acceptor  will  always  remain  liable,  other  parties 
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are  discharged  if  notice  of  dishonour  is  not  given  to  them  within 
a  reasonable  time  of  the  due  date  of  the  bill. 


§  2.— Bills  Receivable  Book 

Bills  Receivable  are  classified  for  entering  in  the  Ledger  into 
a  Bills  Receivable  Book,  a  description  of  which  will  be  found 
in  Chapter  III,  §  7. 

When  a  Bill  Receivable  is  taken,  it  may  be  either  retained 
till  maturity,  when  it  will  be  presented  for  payment,  or  paid 
into  the  Bank  for  collection,  or  it  may  be  discounted.  If  a  bill 
is  presented  for  payment,  it  will  be  necessary  to  debit  cash 
with  the  proceeds,  and  credit  Bills  Receivable  Account.  If  it 
is  paid  into  the  Bank  for  collection,  a  note  of  the  fact  should  be 
made  until  the  Bank  actually  credits  the  sum  received,  after 
which  an  entry  will  be  made  on  the  debit  side  of  the  Cash  Book, 
from  which  the  Bills  Receivable  Account  will  be  credited.  Bills 
shortly  due  and  paid  to  the  Bank  for  collection  are  known  as 
Short  Bills. 

ILLUSTRATION 

The  following  particulars  have  been  extracted  from  the  transactions  of 
Messrs.  Howe  &  Adams.  Pass  them  through  proper  books  of  prime 
entry  and  post  to  Ledger  Accounts. 

1914 
Jan.     6.     Received  from  Messrs.  Palmer  &  Woollett,  Ltd.,  duly  accepted 

Draft  drawn  on  them  at  two  months  from  the  3rd  January 

in  our  own  favour  for  ^500. 
,,     15.     Messrs.  T.  L.  Upson  &  Co.  returned  Bill  of  Exchange  duly 

accepted  by  them  for  ^636,  payable  at  29,  Old  Jewry,  London, 

E.C.,  drawn  by  us  in  our  own  favour  at  fourteen  days  from 

the  10th  instant. 
,,     23.     Received  from  W.   Bennett  Bill  of  Exchange   drawn  in  his 

favour  and  duly  accepted  by  H.  Wilson  for  ^213,  the  due 

date  being  February  5th,  1914. 
,,     27.     Bill  received  from  Messrs.  Upson  &  Co.  met  upon  presentation 

and  proceeds  paid  to  Bank. 
„     30.     Paid  Bill  received  from  W.  Bennett  into  the  Bank  to  await 

collection. 
Feb.     3.     Received  from  Messrs.  Budd  &  Burwood  on  account  of  goods 

consigned  to  them  on  the  18th  of  December,   191 3,  draft 

payable  two  months  after  sight,  drawn  on  Messrs.  Cole  & 

Co.,  Ltd.,  in  our  favour  for  ^781.     Presented  draft  to  Messrs. 

Cole  &  Co.  Ltd.,  who  duly  accepted  same. 


oj-a 

■  . 

+J   O   o 

II 

Paid 
Bank  f 
collects 

•*j 

•«  o 

o 

o          o 

o  II 

«o 

o 

o          o 

o    II 

o 

vO 

ro             m 

o 

M 

9 

Nv  o 

CO 

M                     00 

fO 

• 

m 

VO 

N                      t-s 

N 

& 

*3 

vn 

m 

-«-          »o 

Date  due 

including 

days  of 

grace. 

Si 

d 

*— > 

Feb.  5 
Apr.  6 

W 

1 

CO 

CO* 

a 

8 
« 

M 

M 

Vh 

rr> 

O 

CO 

o    . 

rf    . 

M 

3 

3 

§■9 

: 

I? 

e 

n 

o  * 

Ok© 

<s 

■d 

a 

s 

jj 

I 

o 

o 

1 

1      3" 

u 

1 

•J 

X        v 

(2 

H 

»- 

CO 

co 

V 

6 

& 

> 

> 

<D 

V 

Q 

ui 

Cfl 

j 

•+-» 

6 

T3 

0 

c8 

O 

H 

I 
1 

i 

o 

CO 

.  Bennet 
dd  &  Bui 

M 

1 

H 

>          W 

vO 

lO 

co           en 

£ 

ca  v  > 

M 

45 

«"1 

• 

M 

VN 

tn          + 

104 


Dr. 


ILLUSTRATION  OF  TRANSACTIONS  105 

Fo.  1  Bills  Receivable  Account  Cr. 


1914 
Feb.  3 


To  Sundries 


b.r,  1 


£      s.d 
2,130  o  o 


1914 

Jan. 27 


By  Cash, 
Upson 


c.b.  1 


£    s.d. 
636  o  o 


Dr. 


Fo.  2. 


Palmer  &  Woollett,  Ltd. 


Cr. 


1914 
Jan.  1 


To  Balance 


V 


£     s.  d. 
500   o    o 


1914 

Jan.  6 


By  Bills  Re 
ceivable 


b.r.  1 


i    s.d. 


500  o  o 


Dr. 


Fo.  3 


T.  L.  Upson  &  Company 


Cr. 


1914 
Jan.  1 


To  Balance 


V 


£    s.  d 
636  o    o 


1914 

Jan. 15 


By  Bills  Re 
ceivable 


b.r.  1 


£    s.d. 
636  o  o 


Dr. 

Fo.  4. 

W.  Bennett 

Cr. 

1914 
Jan.  1 

To  Balance 

V 

£    s.  d. 
213   0  0 

1914 
Jan. 23 

By  Bills  Re- 
ceivable 

b.r.  1 

£    s.d. 
213  0  0 

Dr. 

Fo.  5. 

Messrs.  Bude 

&    BURWOOD 

Cr. 

£    s.  d. 

I9I4 

Feb.  3 

By  Bills  Re- 
ceivable 

B.R.  1 

£    s.d. 
781  0  0 

io6 

Dr. 


Fo.  i. 
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Cash  Book 


Cr. 


1914 
Jan.  27 


To  Bill  Receivable, 
Upson 


£     s.  d. 
636  o  o 


£  s.  d. 


§  3.— Bills  Payable  Book 

Bills  Payable  are  classified,  for  entering  in  the  Ledger,  by  means 
of  the  Bills  Payable  Book  a  description  of  which  will  be  found 
in  Chapter  III,  §  7. 

As  any  bill  is  met  it  will  be  necessary  to  Credit  Cash  with  the 
payment,  and  from  this  entry  a  posting  will  be  made  to  the 
debit  of  Bills  Payable  Account. 


ILLUSTRATION 

Post  the  following  transactions  into  the  Ledger  of  C.  Gudge  &  Co., 
Ltd.,  28,  Eastcheap,  E.C.,  using  a  properly  ruled  Bills  Payable  Book. 
The  liability  on  Bills  Payable  Account  prior  to  these  transactions  is 
.£1,285. 


1914 
Jan.     7. 


n 


,,    22. 

,,    29. 
Feb.  12. 


C.  Gudge  &  Co.,  Ltd.,  accepted  bill  drawn  on  them  by  A.  Styles 
in  his  own  favour  for  ^225  105.  at  two  months  from  the  6th 
instant,  making  the  same  payable  at  their  Bankers. 

Messrs.  C.  Gudge  &  Co.,  Ltd.,  received  Bill  of  Exchange,  for 
acceptance,  from  L.  &  W.  Hemmings,  Ltd.,  drawn  by  them 
in  their  own  favour  at  fourteen  days  from  the  12th  January, 
1914,  for  £113.  Messrs.  Gudge  &  Co.,  Ltd.,  accept  the  bill 
as  drawn  and  return  the  same  to  the  drawers. 

Messrs.  C.  Gudge  &  Co.,  Ltd.,  accept  bill  drawn  on  them  at 
one  month  from  date  by  W.  Eldridge  &  Sons  for  ^532  payable 
to  H.  Beeby  or  order. 

Messrs.  C.  Gudge  &  Co.,  Ltd.,  met  bill  accepted  by  them  on 
the  19th  December  for  £150  at  one  month. 

The  Bankers  of  Gudge  &  Co.,  Ltd.,  duly  paid  bill  falling  due 
this  date  for  ^113,  and  presented  for  payment  by  L.  Solomons. 

Bill  of  Exchange  received  by  Messrs.  C.  Gudge  &  Co.,  Ltd., 
for  acceptance,  from  A.  Styles  drawn  by  him  at  three  months 
from  the  10th  instant  in  favour  of  his  creditor,  W.  Jacobs, 
for  ^327.  This  bill  was  duly  accepted,  being  made  payable 
at  28,  Eastcheap. 
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Dr. 

Fo.  i 

Cash 

Account 

0. 

£   s.  d. 

1914 
Jan.  22 

M         29 

By  Bills  Pay- 
able 

„  Bills  Pay- 
able 

2 
2 

£    *•  d. 

150    0   0 
113    0  0 

Dr. 


Fo.  2. 


Bills  Payable  Account 


Cr. 


1914 

Jan. 22 

To  Cash 

1 

„    29 

M       1  > 

1 

£s.d. 
150  o  o 
113  o  o 


1914 

Jan.    1 
Feb. 12 


By  Balance 
„  Sundries 


B.P      I 


£  s.d. 
1,285  o  o 
1,197  IO  ° 


Dr. 

Fo.  3 

A. 

Styles 

Cr. 

1914 
Jan.    7 

Feb.  12 

To  Bills 
Payable 

To  Bills 
Payable 

B.P.  1 

£     *•  d. 
225  10  0 
327    0  0 

1914 
Jan.  1 
Feb.  2 

By  Balance 
,,  Goods  . 

S. D.B.I 

£     s.d. 
225  10  0 
327    0  0 

552  10  0 

552  10  0 

Dr. 


Fo.  4 


L.  &  W.  Hemmings,  Ltd. 


Cr. 


1914 
Jan. 13 


ro  Bills 
Payable 


p.  1 


£      s.  d. 
113     o  o 


1914 
Jan.  1 


By  Balance 


V 


£ 
113 


o  o 


Dr. 


Fo.  5. 


W.  Eldridge  &  Sons 


Cr. 


1914 
Jan. 16 


To  Bills 
Payable 


B.P.  1 


£      s.d. 
532    o  o 


1914 

Jan.  1 


By  Balance       y/ 


£      s.d. 
532     o  o 
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§  4— Discounting  Bills 

When  a  bill  is  discounted,  the  holder  of  the  bill  parts  with 
it  for  its  equivalent  in  cash,  having  regard  to  the  time  which 
has  to  run  before  maturity.  He  thus  obtains  on  the  basis  of 
Bankers'  Discount,  the  present  worth  of  the  bill.  The  rate  of 
discount  will  depend  upon  the  rates  ruling  at  the  time,  and  upon 
the  nature  of  the  bill ;  but  assuming  a  Bill  of  Exchange  for  £100 
with  three  months  to  run,  and  discount  at  6  per  cent.,  the  amount 
received  would  be  £98  10s.,  and  discount  £1  10s. 

Bankers'  Discount  is  equivalent  to  interest  upon  the  gross 
sum,  i.e.  the  full  amount  of  the  bill,  whereas  true  discount  is 
equivalent  to  interest  on  the  present  worth  only.  Thus  5  per 
cent,  discount  on  a  bill  for  £100  due  twelve  months  hence  would 
be   calculated  as  follows  on  the   basis  of   Bankers'  discount  : 

—  x  £100  =  £5,  the  proceeds  of  the  bill  being  £95.     Whereas 

the  true  discount  is  -~   x  £roo  =  £4  15s.  3d.,  the  proceeds  of 

the  bill  being  £95  4s.  gd.  Bankers'  Discount  is  invariably  used 
for  commercial  transactions. 

The  entries  in  the  book  will  be  to  debit  Cash  and  Discount 
and  credit  Bills  Receivable  Account.  In  many  cases  the  Bankers 
credit  the  customer  with  the  full  face  value  of  the  bill,  charging 
the  discount  per  contra,  and  where  this  is  done  the  entries  in 
the  Cash  Book  should  be  made  in  the  same  way. 

It  must  be  remembered  that  where  the  bill  is  discounted,  the 
person  who  discounted  it  is  under  a  contingent  liability  in  case 
the  bill  is  dishonoured,  and  this  liability  exists  until  such  time 
as  the  bill  is  actually  paid  by  the  acceptor,  or  a  reasonable  time 
from  the  date  of  maturity  has  elapsed. 

§  5. — Dishonoured  Bills 

If  a  bill  is  not  met  on  presentation,  it  will  be  necessary  to  debit 
the  account  of  the  person  from  whom  it  was  received,  and  credit 
Bills  Receivable  Account,  and  such  Personal  Account  should 
also  be  debited  with  the  charges  incurred  in  consequence  of  the 
dishonour.     Where  a  bill  has  been  discounted,  the  person  who 
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discounted  it  will  have  already  received  the  discounted  amount 
from  the  Bank,  and  if  it  is  subsequently  dishonoured  the  Bank 
will  debit  him  with  the  full  amount  thereof  and  charges.  From 
the  credit  entry  which  is  made  in  the  Cash  Book  in  consequence, 
the  person  from  whom  the  bill  was  received  will  be  debited. 

The  charges  upon  a  dishonoured  bill  consist  principally  of  the 
Notary's  Costs.  The  Notary  is  a  person  on  whom  the  status  of 
Notary  Public  has  been  conferred,  and  whose  business  it  is  to 
authenticate  or  attest  to,  amongst  other  things,  the  fact  that  a 
bill  has  been  dishonoured. 

He  makes  personal  demand  for  the  payment  of  the  bill,  records 
in  his  book  a  copy  of  it,  together  with  a  memorandum  of  the 
fact  that  he  has  made  personal  application,  and  the  answer  he 
received  ;  and  he  attaches  a  docket  to  the  bill,  showing  the 
answer  given  upon  re-presentation. 

In  the  case  of  an  Inland  Bill,  noting  is  all  that  is  necessary  ; 
but  in  the  case  of  a  Foreign  Bill,  a  formal  notarial  protest  against 
the  dishonour  must  be  drawn  out. 

§  6.-— Retired  Bills 

It  sometimes  happens  that  a  person  who  has  accepted  a  bill 
realizes  that  he  will  be  unable  to  meet  it  upon  maturity,  and 
thereupon  endeavours  to  make  arrangements  for  the  with- 
drawal of  the  original  bill  and  substitution  of  another  in  its 
place,  thus  giving  himself  additional  time  to  find  the  money 
required,  and  saving  the  dishonour,  which  might  otherwise  be 
unavoidable. 

In  such  cases  interest  is  usually  charged  by  the  drawer  for  the 
convenience  afforded.  If  the  drawer  has  negotiated  the  bill, 
he  will  of  course  arrange  to  provide  funds  for  taking  up  the 
original  bill.     This  process  is  known  as  retiring  the  bill. 

ILLUSTRATION 

On  July  i,  1914,  A  drew  on  B  for  £350,  the  balance  of  his  account, 
at  three  months.  B  duly  accepted  the  bill,  which  was  discounted  by  A 
on  the  4th  July  at  6%  per  annum.  At  the  end  of  September  B  intimated 
that  he  was  unable  to  meet  the  bill,  and  asked  A  to  do  so.  A  provided 
B's  bankers  with  funds  to  retire  the  bill,  and  B  thereupon  paid  him  ^150, 
and  gave  a  two  months'  billfor  the  balance  with  £1  1 3s.  $d.  added  for  interest. 

Show  the  accounts  in  the  books  of  A  and  B  respectively. 


RETIRED   BILLS 


in 


Dr. 


A'S    BOOKS 
B's  Account 


Cr. 


To  Balance 
„  Bank 
,.  Interest 


|    £     s.d. 

I350     0  0 

J350     0  0 

1   13  4 

1914 
July  1 
Oct.  4 

701   13  4 

By  Bills  Receivable 
„  Bank 
,,  Bills  Receivable 


£  s.d. 
350  o  o 
150  00 
201  13  4 


701   13  4 


Bills  Receivable 


Cr. 


ToB 
,.    B 


i 

350 
201 


s.d. 

o  o 

J3  4 


1914 
July  4 


By  Bank 


£    s.   d. 
350  o     o 


Dr. 

Ban 

k  Account 

Cr. 

1914 

I 

s.d. 

1914 

£    s.d. 

July  4 

To  Bills  Re- 

July 4 

By  Discounting 

ceivable 

350 

0  0 

Charges 

550 

Oct.  4 

„  B 

150 

0  0 

Sept.  30 

.,    B   . 

350    0  0 

Discounting  Charges 


Cr. 


To  Bank  . 


£     s.  d. 
5    5    0 
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Interest  Account 


Cr. 


1914 
Oct.  4 


ByB 


s.  d. 
13  4 


Dr. 


B'S    BOOKS 
A's  Account 


Cr. 


1914 
July  1 
Oct.  4 


To  Bills  Payable 
„   Bank  . 
„   Bills  Payable 


£    s.d. 
350  0  0 
150  0  0 
201  13  4 

1914 

July  1 
Sept.  30 
Oct.  4 

701  13  4 

By  Balance 
,,  Bank 
,.  Interest 


£      s.d. 

350    o  o 

350    o  o 

I   13  4 

701   13  4 


Dr. 


Bills  Payable  Account 


Cr. 


1914 
Oct.  4 


To  Bank 


£     s.  d. 
350   0  0 


1914 
July  1 
Oct.'  4 


By  A 
,.   A 


£      s.d. 
350    o  o 

201    13   4 


Dr. 


Bank  Account 


Cr. 


1914 
Sept. 30 


To  A 


£     s.  d. 
350  o  o 


1914 

Oct.  4 


ByA.    . 

,,  BillsPayable 


£ 

150 
350 


s.  d. 
o  o 
o    o 


Dr. 


Interest  Account 


Cr. 


1914 
Oct.  4 


To  A. 


£  -s.    d, 
1     13  4 


£    s.    d. 
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§  7. — Documentary  Bills 

When  the  seller  of  goods  to  a  customer  abroad  wishes  to 
obtain  payment  before  the  goods  are  actually  delivered,  he 
will  draw  a  bill  upon  the  Consignee  for  the  value  of  the  goods, 
and  attach  to  the  draft  a  Copy  of  the  Invoice,  the  Bills  of  Lading, 
and  the  Insurance  Policy.  These  documents  he.  will  hand  to 
his  Banker,  who  in  turn  will  forward  them  to  his  own  correspon- 
dent at  the  place  where  the  Consignee  of  the  goods  resides. 

The  Consignee,  to  enable  him  to  get  the  goods,  must  have 
the  Bill  of  Lading,  and  he  cannot  get  this  unless  he  meets  the 
bill.  Such  a  bill  is  called  a  Documentary  Bill.  As  a  general 
rule  the  fact  that  the  bill  has  been  drawn  upon  him  is  notified, 
and  if  he  accepts  such  bill  before  the  arrival  of  the  goods,  he 
will  accept  conditionally  '  Cash  against  Documents.' 

The  English  Banker,  upon  receiving  notification  from  his 
correspondent  that  the  bill  has  been  met,  will  credit  the  seller 
of  the  goods  therewith,  subject  to  his  collecting  charges. 

The  Banker  may  arrange  to  purchase  the  bill  outright,  in 
which  case  he  will  require  the  further  security  of  a  Letter  of 
Hypothecation,  on  the  strength  of  which  he  is  enabled  to  sell 
the  goods  if  the  bill  is  not  met. 

When  a  bill  is  legitimately  retired  before  the  due  date,  a  rebate 
is  allowed  equal  to  the  discount  between  the  date  when  it  is 
retired  and  the  due  date.  This  is  frequently  done  in  the  case  of 
bills  which  have  been  accepted  conditionally,  '  Cash  against 
Documents.' 

§  8. — Accommodation  Bills 

An  Accommodation  Bill  is  one  on  which  a  person  has  made 
himself  liable,  either  as  a  Drawer,  Acceptor,  or  Endorser,  without 
valuable  consideration,  for  the  purpose  of  accommodating 
some  other  party,  who  desires  to  raise  money  by  the  negotiation 
of  the  bill.  The  party  accommodated  agrees  to  find  the  funds 
necessary  to  meet  the  bill  at  its  maturity. 

It  need  hardly  be  said  that  as  the  use  of  such  bills  involves 
the  creation  of  credit  which  is  not  founded  upon  valuable  con- 
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sideration,  Bankers  do  not  care  about  discounting  them,  and 
although  it  may  be  difficult  to  determine  by  mere  inspection 
that  a  bill  is  an  Accommodation  Bill,  yet  if  this  does  appear 
they  will  in  most  cases  decline  to  deal  with  them. 

It  must  be  remembered  that  as  between  the  parties  to  an 
Accommodation  Bill  there  is  no  right  to  enforce  payment  of  the 
bill,  since  no  consideration  has  been  given  ;  but  in  the  hands  of 
other  parties,  so  long  as  value  has  been  given  for  the  bill,  it  is 
enforceable  in  the  same  manner  as  if  it  had  been  originally 
issued  for  a  valuable  consideration. 

ILLUSTRATION 

On  ist  July,  1 914,  A.  Robinson  drew  on  H.  Thornton  for  £500  at  three 
months,  the  arrangement  between  them  being  that  they  should  share 
equally  in  the  proceeds  of  the  bill,  and  that  Robinson  should  provide 
Thornton  with  half  the  sum  required  to  meet  the  bill,  when  due.  Robin- 
son discounted  the  bill,  the  expenses  involved  being  £10,  the  proceeds 
^480.  On  the  bill  falling  due,  Thornton  met  it,  but  Robinson  failed  to 
make  the  contribution  due  from  him. 

Show  the  entries  as  they  would  appear  in  the  books  of  Robinson. 


Dr. 


ROBINSON'S   BOOKS 
H.  Thornton 


Cr. 


1914 
July  1 


Oct.  4 


To  Bank    . 
,,  Discounting 

Charges 
,,  Balance 


£    s.d. 
240  o  o 

10  o  c 
250  o  c 


500  o  c 


1914 

July  1 


Oct.  4 


By  Bills  Receiv- 
able    . 


By  Balance 


£    s.d. 
500  o  o 


500  o  o 


150  o  o 


Dr. 

Bills  Receivable  Account 

Cr. 

1914 
July  1 

To  H.  Thornton 

£    s.d. 
500  0  0 

1914 
July  1 

By  Bank    . 

1    s.d. 
500  0  0 

■ 
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Dr. 

Bank  Accoun 

r 

Cr. 

1914 
July  1 

To  Bills  Receiv- 
able    . 

i   s.  d. 
500  0  0 

!  I9M 

;  J"iy  1 

! 

By  Discounting 
Charges         .  j 
„  H.Thornton    1 

£  s.d. 

20  0  0 
240  0  0 

Dr. 


Discounting  Charges 


Cr. 


1914 
July  1 


To  Bank 


£   s.d 
20  o  o 


1914 
July  1 


By  H.  Thornton 


£    s.d. 
10   o    o 


• 


§  9. — Promissory  Notes 

A  Promissory  Note  is  an  unconditional  promise  in  writing, 
made  by  one  person  to  another,  signed  by  the  maker,  engaging 
to  pay  on  demand,  or  at  a  fixed  or  determinable  future  time,  a 
sum  certain  in  money,  to,  or  to  the  order  of,  a  specified  person 
or  to  bearer. 

The  following  are  forms  of  Promissory  Notes  : 

ILLUSTRATION 

Promissory  Note 
£100.  London,  is/  July,  1 91 4. 

Stamp         Three  months  after  date   I   promise  to  pay   John   Jones  or 
1/-         order  the  sum  of  One  hundred  pounds  for  value  received. 

Ernest  Mason. 

Joint  Promissory  Note 
^1,000.  London,  i st  July,  1914 

Stamp         On  demand  we  promise  to  pay  to  H.  Watson  the  sum  of  One 
10s.        thousand  pounds  for  value  received. 

A.  Henson. 
F.  Ingram. 

Joint  and  Several  Promissory  Note 
^1,000.  London,  is/  July,  1914. 

Stamp         Three  months  after  date  we  jointly  and  severally  promise  to 
10s.        pay  to  the  order  of  J.  Scott  the  sum  of  One  thousand  pounds 
for  value  received.  L.  Hardy. 

H.  Mason. 

The  stamp  duties  on  Promissory  Notes  are  the  same  as  on 
Bills  of  Exchange,  except  that  the  duty  is  an  ad  valorem  duty, 
even  though  the  Promissory  Note  is  payable  on  demand. 
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There  are  only  two  parties  to  a  Promissory  Note  ;  the  Pro- 
missor,  i.e.  the  person  making  the  promise  and  signing  the 
note,  and  the  Promisee,  i.e.  the  person  to  whom  the  promise 
is  made.  There  may  be  two  or  more  Promissors,  in  which  case 
the  liability  undertaken  by  them  may  be  either  joint  or  joint 
and  several.  If  the  liability  is  joint,  any  judgment,  even  without 
satisfaction,  against  one  of  the  makers  of  the  note,  is  a  bar  to 
proceedings  against  the  other  joint  maker  or  makers  ;  while  if 
the  liability  is  joint  and  several,  judgment  without  satisfaction 
will  not  bar  proceedings  against  the  others. 

The  rules  as  to  endorsement  on  Promissory  Notes  are  the  same 
as  those  relating  to  Bills  of  Exchange. 

In  the  books  of  account,  Promissory  Notes  will  be  treated  in 
the  same  way  as  bills.  If  a  person  makes  himself  liable  on  a 
Note,  he  is  in  a  position  analogous  to  that  of  a  person  accepting 
a  bill ;  so  that  a  Promissory  Note  given  to  another  party  is 
treated  in  exactly  the  same  way  as  a  Bill  Payable.  If  a  person 
receives  a  Promissory  Note  from  another,  he  will  treat  the  Note 
in  the  same  way  as  a  Bill  Receivable,  since  he  can  recover  upon 
it  in  the  same  way  as  he  can  recover  upon  a  Bill  in  respect  of 
which  he  is  a  holder  in  due  course. 

The  most  common  form  of  Promissory  Note  is  a  Bank  Note, 
which  is  a  Promissory  Note  made  by  a  Banker  payable  on 
demand.  The  issue  of  Bank  Notes  in  England  is  now  very 
largely  a  monopoly  of  the  Bank  of  England,  the  Notes  of  the 
Bank  of  England  being  legal  tender  by  law,  and  convertible 
into  gold  at  the  option  of  the  holder  at  any  time. 

Notes  issued  by  Bankers  other  than  the  Bank  of  England 
require  stamping  with  an  ad  valorem  duty,  as  follows  : 

£   s.  d. 

Not  exceeding  £i  .         .         .         .005 


Exceeding    £1  not  exceeding     £2 
£2     „  „  £5 


£5 
£10 
£20 
£30 
£50 


£10 
£20 
£30 
£50 
£100 


o  o  10 
o  1  3 
019 
020 
030 
050 
086 
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The  reason  for.  this  heavy  Duty  is  that  the  Notes  may  be 
continually  re-issued  after  payment.  Most  Bankers  having  the 
right  of  issue  compound  for  the  Duty  so  that  no  stamp  appears 
on  the  Notes. 

§  10. — Cheques 

A  cheque  is  a  Bill  of  Exchange  drawn  on  a  Banker,  payable 
on  demand.  It  is  the  most  common  form  of  a  Bill  of  Exchange, 
and  is  very  largely  used  in  place  of  money  for  the  payment  of 
debts.  Most  persons  are  acquainted  with  the  form  of  a  cheque, 
which,  with  possible  variations  in  particular  cases,  is  as  follows  : 

ILLUSTRATION 

Stamp  Cheque  Milford, 

\d.  21st  Nov.,  1914. 

THE    LONDON    CITY    AND   MIDLAND    BANK, 
Town  Street,  Milford. 

Pay  H.  Johnson or  Order 

One  hundred  and  ten  pounds. 
^110  05.  od.  T.  Burns. 

In  the  above  case  the  person  who  has  signed  his  name  is  the 
Drawer,  the  Bank  is  the  Drawee,  and  the  person  to  whom  the 
cheque  is  made  payable  is  the  Payee. 

In  the  case  of  an  order  cheque,  before  the  person  to  whom 
it  is  made  payable  can  either  get  the  money  or  negotiate  the 
instrument  to  some  other  person,  he  must  endorse  it  by  writing 
his  name  on  the  back.  The  special  rules  with  regard  to  endorse- 
ment which  are  applicable  to  all  Bills  of  Exchange  have  already 
been  given  in  §  I. 

When  a  cheque  is  to  Bearer  instead  of  to  Order,  it  will  not 
require  endorsing  before  payment  or  before  being  negotiated. 

A  cheque  being  a  Bill  of  Exchange  payable  on  demand  requires 
to  be  stamped  with  a  penny  stamp,  whatever  the  amount  of  the 
cheque  may  be. 

The  Bills  of  Exchange  Act  provides  that  cheques  may  be 
crossed  ;  the  effect  of  such  crossing  being  that  the  money  can 
only  be  collected,  from  the  Bank  on  which  the  cheque  is  drawn, 
by  another  Banker.  A  General  Crossing  consists  of  two  trans- 
verse parallel  lines,  with  or  without  the  addition  of  the  words 
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*  &  Co.,'  and  with  or  without  the  addition  of  the  words  *  Not 
Negotiable/ 

A  Special  Crossing  is  the  same  as  a  general  crossing,  with 
the  addition  of  the  name  of  the  Banker  to  whom  the  cheque  is 
handed  for  collection. 

The  following  are  the  various  forms  of  crossings  on  cheques  : 

ILLUSTRATION 

General  Crossings. 


-d   _j 

CO 

< 
O 

o 

III 

z 


Special  Crossings. 


6 


f  « 

I  S 
t  3 

£    I 


6 

o 

"S 

UJ 

_l 

< 

I-  : 

5 

o 

'o 

o 

2 

_c 

UJ 

"> 

Z 

£ 

o 

o- 

1- 

I* 

<* 

o 

z 

2 

c 

s 

o 

o 

c 

<* 
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The  words  '  Not  Negotiable  '  do  not  have  the  effect  of  re- 
stricting the  commercial  negotiability  of  the  instrument,  since 
a  cheque  with  these  words  upon  it  can  still  be  passed  from  hand 
to  hand,  and  will  transfer  any  title  that  is  good  ;  but  the  trans- 
ferrer is  unable  to  give  a  better  title  than  he  himself  possesses, 
and  therefore  if  his  own  title  is  bad  he  cannot  pass  a  title  at  all. 

The  Bills  of  Exchange  Act  provides  that  the  holder  of  a  cheque 
may  cross  an  uncrossed  cheque,  may  turn  a  general  crossing 
into  a  special  crossing,  or  may  add  the  words  '  Not  Negotiable  '  ; 
while  a  Banker  may  cross  an  uncrossed  cheque,  or  a  cheque  crossed 
generally,  specially  to  himself ;  or  if  crossed  specially  to  himself 
he  may  cross  it  specially  to  another  Banker  for  collection. 

The  words  '  A/c  Payee  only  '  are  sometimes  placed  in  the 
crossing,  and  operate  as  notice  to  the  collecting  Bank  that  the 
account  of  the  Payee  only  is  to  be  credited.  This  is  not  a 
statutory  provision,  and  does  not  affect  the  liability  of  the  paying 
Banker,  unless  he  is  also  the  collecting  Banker  ;  but  it  is  the 
custom  of  Bankers  to  give  effect  to  such  a  crossing. 

A  crossed  cheque  can  only  be  paid  across  the  counter  of  the 
paying  Bank  if  the  drawer  signs  an  order,  '  Pay  Cash,'  which  is 
written  in  the  crossing.  At  one  time  it  was  sufficient  to  get  this 
initialled  by  the  drawer,  but  owing  to  numerous  forgeries  Bankers 
are  now  insisting  on  the  full  signature  being  given. 

A  Cheque  is  dealt  with  in  the  books  of  account  in  the  same  way 
as  Cash,  to  which  it  is  actually  equivalent,  since,  if  it  is  good, 
cash  can  be  obtained  for  it  immediately  on  presentation  to  the 
Banker  on  whom  it  is  drawn.  Where  such  a  cheque  is  received, 
it  is  debited  in  the  Cash  Book  and  credited  to  the  person  from 
whom  it  is  received,  and  beyond  seeing  that  it  is  eventually 
credited  in  the  Bank  Pass  Book  there  is  nothing  else  to  be  done. 

Where  a  cheque  is  dishonoured,  i.e.  where  the  Banker  on 
whom  it  is  drawn  declines  to  pay  it,  it  will  be  charged  back  by 
the  Bank  to  the  customer,  and  must  be  entered  on  the  credit 
side  of  the  Cash  Book,  from  which  it  will  be  debited  to  the  account 
of  the  person  from  whom  it  was  originally  received. 

Various  devices  are  used  by  Bankers  for  marking  on  the 
cheque  to  show  that  it  is  dishonoured,  such  as  '  N.S.,'  meaning 
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Not  Sufficient  ;  '  R.D.,'  Refer  to  Drawer.  Ready  stamped 
cheques  are  usually  provided  in  books  by  the  Banker,  the 
customer  being  charged  with  the  value  of  the  stamps.  The 
counterfoil  of  the  cheque  contains  the  date,  name,  and  any  other 
necessary  particulars  in  respect  of  the  cheque,  and  is  retained 
in  the  book,  and  from  this  the  credit  side  of  the  Cash  Book 
is  written  up. 

It  must  be  remembered  that  although  a  Banker  is  bound  to 
know  the  signature  of  his  customer,  and  cannot  charge  the 
customer  with  an  amount  paid  away  on  a  forged  signature,  yet 
he  is  not  bound  to  inquire  into  the  validity  of  any  endorsement, 
and  is  not  responsible  if  the  cheque  is  paid  to  a  person  not  entitled 
to  it. 

§  ii. — Other  Negotiable  Instruments 

Bills  of  Exchange,  Promissory  Notes,  and  Cheques  are  Nego- 
tiable Instruments  unless  the  negotiability  of  the  instrument 
has  been  taken  away  by  some  act  of  the  parties,  as,  for  instance, 
by  crossing  the  cheque  '  Not  Negotiable.'  The  essential  features 
of  negotiability  are  that  the  holder  of  the  negotiable  instrument 
who  has  taken  it  bona  fide  and  for  value,  has  a  right  of  action 
for  the  time  being  in  his  own  name  j  he  can  obtain  a  good  title 
notwithstanding  any  defect  in  the  title  of  the  person  from  whom 
he  himself  receives  the  instrument  ;  and  he  does  not  hold  subject 
to  equities,  that  is  to  say,  that  a  defence  against  his  transferor 
on  the  part  of  a  person  liable  is  not  good  against  him. 

As  an  illustration  of  the  effect  of  negotiability,  the  case  of  a 
cheque  may  be  considered.  An  ordinary  cheque  is  a  negotiable 
instrument.  Assume  that  A  makes  out  a  cheque  in  favour  of 
B,  which  B  receives,  but  it  is  stolen  from  him  by  C.  C  hands 
the  cheque  to  D  for  valuable  consideration,  and  D,  who  has  no 
notice  of  C's  defective  title,  pays  it  into  his  account.  D  has  a 
good  title  to  the  cheque  and  can  retain  the  proceeds,  notwith- 
standing that  his  transferor  had  a  defective  title. 

If,  however,  the  cheque  had  been  marked  '  Not  Negotiable/ 
the  characteristic  of  negotiability  is  gone,  and  under  similar 
circumstances  D  would  have  had  to  make  good  to  the  true  owner 
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of  the  cheque  the  sum  which  he  had  received,  and  would  be 
left  with  his  remedy  against  his  immediate  transferor. 

It  was  at  one  time  thought  that  the  list  of  negotiable  in- 
struments was  incapable  of  extension,  and  was  restricted  to 
documents  of  the  nature  of  Bills  of  Exchange  and  Promissory 
Notes,  but  it  is  now  established  that  any  instrument  will  be 
recognised  by  Law  as  negotiable  if  it  is  so  treated  by  the  custom 
of  merchants. 

At  the  present  time,  in  addition  to  Bills  of  Exchange,  Cheques, 
and  Promissory  Notes,  the  following  are  negotiable,  viz.  Ex- 
chequer Bills,  Circular  Notes,  Dividend  Warrants,  and  certain 
Debenture  Bonds  and  Script. 

The  following  instruments,  though  possessing  somewhat 
analogous  features,  are  not  recognized  by  law  as  negotiable, 
viz.  Postal  Orders,  Share  Certificates,  Share  Warrants,  Share 
Transfers,  Letters  of  Credit,  and  I.O.U.'s. 

§  12. — Illustration 

Jones  &  Co.  have  the  following  bill  transactions   between 

the  dates  named  : 

1914.  £    s.    d. 

Jan.     1.     Receive  from  A.B.  a  bill  at  ninety  days  to  settle 

account  .  .  .  .  .  .  .      120     o     o 

3.     Accept  CD. 's  draft  for  acceptance  at  thirty  days 
with    documents   attached  in   respect   of   goods 
shipped  to  Jones  from  abroad  .  .  .  .     389     o     o 

5.     Receive  from  Bank  of  Nigeria  draft  at  sixty  days, 

proceeds  of  bills  sent  for  collection    .  .  85     o     o 

,,     24.     Receive  from  D.  E.  bill  at  twenty-one  days  to  settle 

account 130     o     o 

,,     26.     Draw  on  F.  G.  bill  fourteen  days  from  date  for 

goods  shipped  to  France  .  .  .  .  .        70     o     o 

Accept  H.  L.'s  bill  drawn  on  them  at  sixty  days' 

sight      .  .  .  .  .  .  .      150     o     o 

,,     28.     Receive  F.G.'s  bill  accepted  27th  Jan.  .  .        70     o     o 

,,     29.     Discount  A.B. 's  bill  with  Bank  and  receive  proceeds     118     50 
Feb.     5.     Pay  C.D.'s  bill. 
,,     10.     Discount  Bank  of  Nigeria  bill  and  receive  proceeds       82     6     8 
,,     11.     F.G.'s  bill  dishonoured. 
„     17.     D.E's  bill  met. 

Set  out  Bills  Receivable  and  Payable  Accounts  in  Jones  &  Co.'s  Ledger 
to  show  the  above  transactions. 
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Bills  Receivable 

Account 

Cr. 

1914 
Jan.     1 

n         5 

V,     24 

„     28 

To  A.B.     . 
,,  Bank  of 
Nigeria 
„  D.E.      . 
,,  F.G.      . 

\  £    s.  d. 
120  0  0 

1    85  0  0 

130  0  0 

70  0  0 

1914 

Jan.  29 

Feb.   10 

,,      11 

..     17 

By  Cash  and  Discount 

Do.         do. 
,,  F.    G.'s   Bill   Dis- 
honoured 
.,  Cash 

£    s.d. 

120  0  0 

85  0  0 

70  0  0 
130  0  0 

405  0  0 

405  0  0 

Dr. 


Bills  Payable  Account 


Cr. 


1914 

Feb.    5 

..    17 

To  Bank   . 
,,  Balance 

£     s.  d. 
389  0  0 
150  0  0 

1914 
Jan.     3 
„  26 

Feb.  18 

By  CD. 
„  H.L. 

By  Balance 

£  s.d. 
389  0  0 
150  0  0 

539  0  0 

539  0  0 

150  0  0 
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CHAPTER    VII 
THE   TRADING    AND   PROFIT   AND    LOSS   ACCOUNT 

§  i. — The  Trading  Account 

The  result  of  carrying  on  business  is  ascertained  by  means  of 
a  Profit  and  Loss  Account,  this  being  an  account  to  which  are 
transferred  at  the  end  of  a  period  the  balances  of  all  those 
accounts  which  record  the  aspect  of  transactions  as  they  affect 
the  business,  i.e.  the  Nominal  Accounts. 

The  Nominal  Accounts  affecting  the  actual  cost  of  manu- 
facture, or  in  the  case  of  a  non-manufacturing  business  the  cost 
of  getting  goods  into  a  saleable  condition,  are  set  off  against 
the  actual  sales  through  a  separate  portion  of  the  Profit  and  Loss 
Account,  known  as  the  Trading  Account.  The  Trading  Account 
is  debited  with  the  Opening  Stock,  with  all  Purchases  made 
during  the  period,  and  with  any  Wages  which  are  expended 
on  the  goods  and  so  add  to  their  cost  ;  and  is  credited  with 
the  Sales  for  the  period,  and  in  addition  with  the  Stock  on  Hand 
at  the  end  of  the  period. 

After  the  Trading  Account  has  been  compiled  on  these  lines 
it  will  be  found  that  the  credit  side  exceeds  the  debit  side,  and 
in  order  to  balance  the  account  this  difference,  which  is  the 
Gross  Profit,  must  be  entered  on  the  debit  side  thereof  and 
carried  down  to  the  second  portion  of  the  Account,  which  is 
the  Profit  and  Loss  Account  proper. 

§  2. — Stock-taking 

The  question  of  bringing  in  the  Closing  Stock  is  important. 
If  the  account  dealt  with  quantities  only,  the  Stock  on  Hand 
at  commencement  plus  the  Purchases  would  exactly  equal  the 
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Sales  plus  Stock  on  Hand  at  the  close  ;  but  generally  the  Trading 
Account  deals  with  values  only,  and  not  with  quantities,  though 
strictly  the  quantities  are  presumed  to  balance  in  the  manner 
just  indicated. 

As  values  only  are  dealt  with,  it  is  important  as  regards  a 
trading  business  to  correctly  ascertain  the  value  of  Stock  on 
Hand  at  the  date  of  balancing.  Particulars  of  the  Stock  should 
be  taken  in  a  systematic  manner,  and  a  value  placed  upon  each 
item  at  cost  or  market  price,  whichever  is  lower  ;  the  various 
items  after  being  so  valued  on  the  sheets  will  be  cast,  and  the 
total  figure  arrived  at  will  represent  the  Stock  Value  for  the 
purposes  of  the  account. 

The  balance  of  the  Trading  Account  is  the  Gross  Profit  on 
Trading,  and  represents  the  difference  between  the  selling  price 
and  the  prime  cost  of  the  goods,  after  the  adjustment  of  stocks. 
In  order  to  keep  the  percentage  of  gross  profit  on  turnover  (or 
sales)  constant  as  between  one  period  and  another  for  the  pur- 
pose of  comparison,  it  is  usual  to  charge  to  the  Trading  Account 
only  those  items  of  prime  cost  which  vary  directly  with  the 
turnover. 

In  a  non-manufacturing  business  the  Opening  Stock  and 
Purchases  will  be  set  off  against  the  Sales  and  Closing  Stock, 
and  the  Gross  Profit  then  determined  ;  but  in  a  manufacturing 
business  Manufacturing  Wages  will  also  be  charged,  together 
with  any  other  costs  which  vary  with  the  output. 


§  3. — The  Goods  Account  and  its  Deficiencies 

It  was  at  one  time  the  practice  to  pass  all  transactions  re- 
lating to  the  purchase  and  sale  of  goods  through  a  Goods  Ac- 
count, this  Account  being  debited  with  the  Opening  Stock 
of  goods,  and  with  all  Purchases  and  Sales  Returns,  and  credited 
with  all  Sales,  Purchases  Returns,  and  the  Closing  Stock.  If 
a  credit  balance  then  remained  on  the  account  there  was  a  Profit 
on  dealings  with  goods,  whereas  if  the  Account  showed  a  debit 
balance  there  was  a  Loss  on  dealings  with  goods.  The  following 
is  an  illustration  of  a  Goods  Account  : 
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ILLUSTRATION 
Dr. 


Goods  Account 


Cr. 


1914 
July     1 
Sept.  30 


Dec.  31 


1915 
Jan. 


To  Balance  . 
,,  Purchases 
,,  Sales  Re- 
turns . 
,,  Purchases 
,,  Sales  Re- 
turns . 
,,    Profit 


To  Balance 


£     *-  d. 

1,500  0  0 
1,450  0  0 

Sept.  30 

25  0  0 

Dec.  31 

1,500  0  0 

150  0  0 
1.555  0  0 

6,180  0  0 

1,670  0  0 

By  Sales  . 

,,    Purchases 
Returns  . 

,,    Sales 

,,    Purchases 
Returns  . 

,,  Balance,  be- 
ing Stock 
on  Hand  . 


£     s.d. 

2,470  o  o 

120  o  o 
1,890  o  o 

30  o  o 
1,670  o  o 


6,180  o  o 


The  Goods  Account  is  not  recommended,  as  it  does  not  provide 
for  such  a  classification  of  transactions  that  the  exact  amount 
of  business  in  any  one  direction  can  be  readily  perceived  j  since 
the  Purchases,  Sales,  &c,  will  not  appear  in  one  figure,  but 
will  be  shown  in  various  totals  ascertained  each  month  or  other 
stated  period.  Although  the  results  obtained  by  the  use  of 
the  Goods  Account  are  the  same  as  those  obtained  by  the  use 
of  a  Trading  Account  (except  as  to  charges  for  Wages,  &c, 
which  do  not  appear  in  a  Goods  Account),  the  information 
afforded  by  it  is  so  much  less,  that  in  practice  it  is  now  seldom 
used.  The  balance  of  Profit  shown  in  the  Goods  Account  is 
carried  to  the  Profit  and  Loss  Account  in  the  same  way  as  the 
Gross  Profit  shown  by  a  Trading  Account. 

§  4. — Compilation  of  the  Trading  Account 

The  Trading  Account  is  made  up  by  transferring  the  Ledger 
balances  referring  thereto,  i.e.  Opening  Stocks,  Purchases, 
Wages,  Sales,  Returns  (inwards  and  outwards),  at  the  same 
time  closing  off  these  Nominal  Accounts  ;  thus,  if  there  is  a 
debit  balance  of  £2,950  on  Purchases  Account,  when  the  Trading 
Account  is  made  up  this  Account  must  be  credited  '  By  Trading 
Account  £2,950.' 


COMPILATION   OF  THE  TRADING   ACCOUNT     127 

The  Closing  Stock  having  been  ascertained  is  credited  to  the 
Trading  Account  and  debited  in  the  Ledger  to  Stock  Account, 
where  it  stands  as  a  debit  balance  representing  an  asset  for 
the  time  being.  The  Closing  Stock  of  one  period  is  the  Opening 
Stock  for  the  following  period,  and  in  the  following  period  is 
dealt  with  accordingly. 

The  following  illustration  of  a  Trading  Account  shows  the 
same  particulars  as  those  in  the  Goods  Account  already  given, 
and  it  will  be  clearly  seen  that  this  method  of  summarizing  the 
transactions  gives  information  as  to  the  volume  of  business 
done  much  more  readily. 

ILLUSTRATION 

Trading  Account 
Dr.  Half-year  ended  31ST  December,  1914  Cr. 


To  Opening 

Stock 
,,  Purchases    . 

£     9.4. 

2,950  0  0 
150  0  0 

£     s.d. 
1,500  0  0 

2,800  0  0 
1.555   0  0 

By  Sales 
Less  Re- 
turns 

!    ,,    Closing 
Stock 

£      s.d. 
4,360  0  0 

175  Q  0 

£    *  d. 
4,185  0  0 

,,  Gross  Profit 

1,670  0  0 

5.855   0  0 

5.855  0  0 

Dr. 


Stock  Account 


Cr. 


1914 
July  1 


1915 
Jan.  1 


To  Trading  A/c 


,,  Trading  A/c 


/       s.  d. 
1,500  0  0 

I9H 
Dec.  31 

£      »•  d. 

1,670  0  0 

By  Trading  A/c 


£     s.d. 
1,500  o  o 


§  5. — Profit  and  Loss  Account 

The  remaining  balances  of  Nominal  Accounts  will  be  trans- 
ferred to  the  Profit  and  Loss  Account.     This  Account  is  credited 
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with  the  Gross  Profit  shown  by  the  Trading  Account,  the  debit 
to  the  Trading  Account,  and  the  credit  to  the  Profit  and  Loss 
Account,  constituting  a  double  entry  in  respect  thereof. 

The  Nominal  Accounts  carried  to  the  Profit  and  Loss  Account 
will  be  those  recording  the  Expenses  of  Distribution  and  Ad- 
ministration, and  also  any  extraneous  income,  such  as  Rents 
Receivable,  Interest  on  Investments,  &c.  The  Nominal  Ac- 
counts closed  off  to  the  Profit  and  Loss  Account  must  be  balanced 
off;  thus,  if  there  is  a  debit  balance  of  £500  on  Advertising 
Account  this  will  be  transferred  to  the  debit  of  the  Profit  and 
Loss  Account,  the  corresponding  credit  '  By  Profit  and  Loss 
Account  £500  '  being  made  in  the  Advertising  Account. 

After  all  the  accounts  recording  Income  or  Expenditure,  or 
Profits  or  Losses  have  been  transferred  to  the  Profit  and  Loss 
Account  there  will  be  a  balance  remaining  on  this  latter  Account. 
If  this  is  a  credit  balance  the  difference  will  represent  the  Net 
Profit,  whereas  if  it  is  a  debit  balance  it  will  be  the  Net  Loss  for 
the  period. 

It  will  now  be  clear  that  the  Profit  and  Loss  Account  not  only 
shows  the  net  result  of  carrying  on  business  during  a  given 
period,  but  by  an  examination  of  the  Trading  and  Profit  and  Loss 
Account  the  Trader  is  enabled  to  see  exactly  what  his  Sales  and 
Purchases  have  been,  what  are  the  fluctuations  of  Stock,  what 
has  been  the  Gross  Profit  on  Manufacture  or  Trading,  and  what 
Expenses  have  been  incurred  ;  and  the  Net  Profit  or  Loss  which 
has  resulted  is  really  the  difference  between  the  whole  of  the 
records  of  these  various  transactions. 


§  6. — Appropriation  of  Profits 

It  has  already  been  stated  that  the  Gross  Profit  ascertained 
by  the  Trading  Account  is  debited  to  the  Trading  Account  and 
carried  down  to  the  credit  of  the  Profit  and  Loss  Account.  In 
the  same  way,  when  the  Net  Profit  is  ascertained  it  will  be 
necessary  to  dispose  of  it  by  means  of  a  double  entry. 

Where  the  Profit  and  Loss  Account  shows  a  Profit  the  credit 
side  will  be  greater  than  the  debit  side,  and  it  is  therefore  neces- 
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sary  to  insert  a  balancing  figure  on  the  debit  side.  The 
corresponding  credit  will  be  carried  over  to  the  account  of  the 
Proprietor  in  the  case  of  the  business  of  a  Sole  Trader,  while  in 
the  case  of  a  Partnership  it  will  be  carried  in  the  proper  pro- 
portions to  the  accounts  of  the  Partners.  In  the  case  of  a 
Limited  Company  the  balances  are  carried  forward  on  the  Profit 
and  Loss  Account,  a  third  portion  being  generally  added  thereto, 
known  as  the  Appropriation  Account.  This  will  be  dealt  with 
in  Chapter  XI. 

If  the  result  of  the  Profit  and  Loss  Account  is  a  Loss,  which 
will  be  the  case  where  the  debit  side  exceeds  the  credit  side, 
the  balance  will  be  transferred  in  the  same  way  but  in  a  con- 
verse manner. 

§  7. — Illustration 

From  the  following  Trial  Balance,  prepare  Trading  and  Profit 
and  Loss  Account  and  Balance  Sheet,  and  give  the  Stock  Account 
as  it  will  appear  in  the  Ledger. 


Trial  Balance — 31ST  December,  1914 

£      s.   d. 

£      s. 

d. 

T.  Willis,  Capital 

1,800    0 

0 

Plant  and  Machinery 

351     4     6 

Sales    . 

4.io4     3 

7 

Stable  Expenses     . 

121     2     9 

Purchases 

.      1,965     2     6 

Sales  Returns 

37     0     2 

Stock,  1  st  January,  1914 

\ 

510     7     6 

Drawings 

200     0     0 

Wages 

550  10     3 

Carriage  (Inwards) 

20  10     6 

Salaries 

305     0     0 

General  Expenses  . 

106     1   11 

Horses  and  Carts  . 

240     0     0 

Rent.  Rates,  and  Taxes 

225     0     0 

Purchases  Returns 

12     5 

1 

Sundry  Debtors 

1,410     2     9 

Cash     .... 

181     7     5 

Carriage  and  Freight 

109     2     3 

Advertising  .                    . 

75     1     2 

Sundry  Creditors   . 

49i     5 

0 

6,407  13     8 

6.407  13 

S 

The  Closing  Stock  was  valued  at  £751  2s.  gdt 
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Dr.  Stock  Account.  Cr. 


1914 
Jan.  1 

1915 
Jan.  1 


To  Trading  A/c 
„  Trading  A/c 


£     s.d, 
510  7  6 


751  2  9 


1914 
Dec,  31 


By  Trading  A/c 


£     s.d. 
510   7    6 


Trading  and  Profit  &  Loss  Account  for  the  Year 
Dr.  ended  31ST  December,  1914  Cr. 


To  Stock,  1st  Jan.    . 
,,  Purchases     £1,965  2  6 
Less  Returns       12  5  1 

£      s.    d. 
510     7     6 

1,952  17     5 

550  10     3 

20  10     6 

1,784     0     6 

By  Sales  £4,104  3  7 
Less 
Returns      37  0  2 

£      s.d. 

4>o67  3  5 
75i  2  9 

,,  Wages         . 
,,  Carriage 

,,  Balance  being  Gross 
Profit 

,,   Stock,   31st  Dec. 
By  Gross  Profit 

4,818     6     2 

4,818  6  2 

To  Stable  Expenses 
,,  Salaries 
„  General  Expenses 
,,  Rent,  Rates,  and  Taxes 
,,  Carriage  and  Freight    . 
„  Advertising 
„  Balance,  beingNet  Profit 

121     2     9 
305     0     0 
106     1   11 
225     0     0 
109     2     3 
75     1     2 
842   12     5 

1,784  0  6 

1,784     0     6 

1,784  0  6 

Dr. 


Balance  Sheet 
31ST  December,  1914 


To  Sundry  Creditors 
,,  T.  Willis  Capital 
At  1st  Jan., 
1914          £1,800    0  0 
Add  Profit      842  12  5 

£     s.  d. 
491    5  0 

2,442  12   5 

By  Plant  and 

Machinery 
,,    Horsesand  Carts 
„    Stock       . 
,,    Sundry  Debtors 
,,    Cash 

£       s.  d. 

35i     4    6 
240    0   0 
75i     2    9 
1,410     2    9 
181     7    5 

2,642  12  5 
Less  Draw- 
ings      .     200     0  0 

2,933  *7    5 

2.933  17  5 

SYNOPSIS    OF   CHAPTER    VIII 

THE   BALANCE   SHEET 

§  I, — The  Object  of  the  Balance  Sheet. 
2. — The  Reliability  of  the  Balance  Sheet. 
3. — The  Various  Classes  of  Assets. 
4. — Capital. 
5. — Illustration. 
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CHAPTER    VIII 
THE   BALANCE   SHEET 

§  i.— The  Object  of  the  Balance  Sheet 

The  Balance  Sheet  is  a  statement  of  the  balances  remaining 
in  the  books  of  a  business  after  the  Nominal  Accounts  have  been 
closed  off  to  the  Profit  and  Loss  Account  and  the  balance  of  the 
Profit  and  Loss  Account  has  been  appropriated.  The  balances 
remaining  are  all  recorded  in  the  Balance  Sheet,  debit  balances 
generally  being  shown  on  the  right-hand  side  and  credit  balances 
on  the  left-hand  side.  Frequently  the  words  '  Assets  '  and 
'  Liabilities  '  are  used  as  headings  to  the  statement,  '  Assets ' 
appearing  over  the  debit  balances  and  '  Liabilities  '  over  the 
credit  balances.  Where  this  is  not  done,  it  is  usual  to  prefix 
the  assets  by  the  word  '  By,'  and  the  Liabilities  and  Capital 
by  the  word  'To.'  The  former  method  purports  to  show  the 
actual  liabilities  of  the  business,  and  the  assets  out  of  which 
they  are  to  be  met ;  the  latter  method  purports  to  show  the 
state  of  the  affairs  of  the  business,  it  being  a  debtor  to  the  various 
liabilities,  and  a  creditor  by  the  various  assets.  It  is  usual  to 
show  the  assets  in  a  realizable  order,  starting  with  the  fixed 
assets,  and  ending  with  cash,  or  vice  versa.  Every  balance 
remaining  in  the  books  must  appear  on  the  Balance  Sheet, 
though  they  are  not  closed  off  thereto,  but  can  be  checked  as 
actual  balances  against  the  Final  Trial  Balance. 

The  object  of  the  Balance  Sheet  is  to  show  the  position  of 
affairs  of  the  business,  the  extent  and  nature  of  the  assets  of  the 
business  appearing  on  the  right-hand  side  thereof,  and  the  extent 
and  nature  of  the  liabilities  appearing  on  the  left-hand  side. 
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The  Balance  Sheet  should  always  be  dated,  since  it  only 
shows  the  position  at  a  particular  date,  and  differs  materially 
from  the  Profit  and  Loss  Account,  which  shows  the  result  of 
transactions  over  a  period.  It  must  further  be  remembered 
that  whereas  the  Profit  and  Loss  Account  is  a  Ledger  Account, 
the  Balance  Sheet  is  merely  a  statement,  and  not  an  Account. 

§  2.— The  Reliability  of  the  Balance  Sheet 

The  agreement  of  the  Balance  Sheet  (i.e.  the  totals  of  each 
side  being  equal)  is  the  culminating  point  of  book-keeping,  and 
the  whole  of  the  balances  remaining  in  the  Ledger  after  the 
Nominal  Accounts  have  been  closed  off  to  the  Profit  and  Loss 
Account  will  appear  thereon.  Although  any  Balance  Sheet 
which  agrees  with  the  books  conveys  a  great  deal  of  information , 
it  must  not  be  forgotten  that  a  third  party,  knowing  nothing 
of  the  business,  should  be  cautious  in  relying  upon  the  evidence 
contained  in  such  a  document,  since  prima  facie  it  only  shows 
the  position  of  affairs  according  to  the  books. 

It  will  generally  be  found  that  when  business  men  have  occa- 
sion to  rely  upon  the  Balance  Sheets  of  others  they  require  the 
same  to  be  investigated  by  a  competent  professional  Accountant, 
unless  this  has  already  been  done.  The  reason  for  this  is  that 
the  mere  fact  of  balances  appearing  in  the  books  does  not  ensure 
the  existence  of  assets  or  the  correctness  of  values  placed  upon 
them  ;  nor  is  it  by  any  means  certain  that  liabilities  will  be 
recorded  at  their  full  value  if  the  precaution  of  an  Audit  is  not 
taken. 

The  Balance  Sheet  of  every  Limited  Company  is  required  to 
be  audited  by  independent  Auditors  prior  to  being  submitted 
to  the  Shareholders  in  General  Meeting.  The  accounts  of 
Partners  are  also  very  frequently  subject  to  audit,  and  where 
a  Balance  Sheet  has  to  be  submitted  to  a  Bank  for  the  purpose  of 
enabling  money  to  be  borrowed  for  financing  the  business  an 
audit  is  invariably  a  condition  precedent. 

Even  where  the  books  have  been  correctly  kept  and  the  trans- 
actions properly  recorded,  it  is  generally  found  to  be  necessary 
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to  make  certain  adjustments  in  respect  of  Liabilities  which  have 
not  been  passed  through  the  books,  or  payments  made  for  a 
period  beyond  that  covered  by  the  Accounts,  and  in  addition, 
in  order  that  assets  may  be  shown  at  their  true  value,  it  is  usually 
necessary  to  make  reserve  for  Bad  Debts,  and  to  provide  for 
Depreciation.  The  method  of  dealing  with  these  various  adjust- 
ments will  be  found  dealt  with  in  Chapter  IX. 


§  3. — The  Various  Classes  of  Assets 

There  are  four  classes  of  Assets,  known  respectively  as  Fixed, 
Floating,  Wasting,  and  Fictitious  or  Intangible. 

(a)  Fixed  Assets  are  those  of  a  permanent  nature,  by  means 
of  which  the  business  is  carried  on,  and  which  are  held  for  the 
purpose  of  earning  income,  and  not  for  the  purpose  of  sale,  e.g. 
Land,  Buildings,  Plant,  Leases,  Goodwill. 

(b)  Floating  Assets  are  those  in  which  the  business  deals, 
and  which  are  acquired  for  the  purpose  of  sale,  and  the  sub- 
sequent stages  of  the  conversion  of  the  same  into  cash,  e.g. 
Stock,  Book  Debts,  Cash. 

(c)  Wasting  Assets  are  those  of  a  fixed  nature,  which  are 
gradually  consumed  or  exhausted  in  the  process  of  earning 
income,  e.g.  a  Mine,  a  Cemetery. 

(d)  Fictitious  or  Intangible  Assets  is  a  term  applied  to  items 
of  expenditure  not  represented  by  present  value.  They  may 
represent  absolute  losses  not  written  off,  but  carried  forward 
in  the  Balance  Sheet,  or  expenditure  of  a  deferred  revenue  nature, 
the  benefit  of  which  is  presumed  to  extend  over  a  period  of 
years.  An  example  of  the  first  is  a  debit  balance  of  Profit  and 
Loss,  and  of  the  second  Preliminary  Expenses  on  the  formation 
of  a  Limited  Company. 

§  4. — Capital 

It  has  already  been  pointed  out  that  Capital  may  be  regarded 
as  the  excess  of  Assets  over  Liabilities  in  any  particular  business, 
It  will  be  found  upon  examining  any  Balance  Sheet  that  the 


CAPITAL  135 

materials  therein  form  themselves  naturally  into  three  parts  : 

(1)  The  Assets  (Debit  Balances). 

(2)  External  Liabilities  (Credit  Balances). 

(3)  Liability  to  Proprietors  (Credit  Balances). 

As  the  Debit  Balances  alway  sequal  in  value  the  Credit  Balances, 
the  amount  by  which  the  value  of  the  Assets  exceeds  the  External 
Liabilities  will  always  represent  the  Capital  of  the  Proprietors. 

Although  it  is  usual  to  carry  the  Net  Profit  made  in  the  busi- 
ness of  a  sole  trader  to  his  account,  it  is  frequently  taken  to  a 
Current  Account,  the  Capital  Account  being  fixed,  subject  to 
further  Capital  introduced  or  transferred  from  Current  Account 
or  Capital  withdrawn. 

In  the  case  of  Partnerships  each  Partner  will  have  a  Capital 
Account  and  a  Current  Account,  and  the  same  rule  will 
apply,  though   there  will,  of  course,  be  more  accounts. 

In  the  case  of  a  Limited  Company  the  Capital  is  fixed,  and 
Profits  will  always  remain  to  the  credit  of  the  Profit  and  Loss 
Appropriation  Account  until  they  are  withdrawn  by  way  of 
dividend  or  transferred  to  reserve. 

Sometimes  Interest  is  charged  on  Capital  in  the  case  of  a  Sole 
Trader,  the  object  of  doing  so  being  to  charge  the  business  with 
the  use  of  the  Capital  employed,  any  Profit  then  remaining 
representing  an  excess  over  the  normal  rate  of  Interest  which 
could  have  been  obtained  if  the  Capital  had  been  invested  in 
interest  bearing  securities.  This  is  not,  however,  always  carried 
out  in  the  case  of  Sole  Traders,  but  should  invariably  be  adopted 
in  the  case  of  Partnerships  where  the  Capital  employed  is  held 
in  varying  proportions  by  the  Partners,  since  by  charging  Interest 
in  such  a  case  the  rights  of  the  Partners  are  adjusted  between 
themselves  equitably  with  regard  to  the  Capital  which  they 
respectively  introduce. 

It  must  be  understood  that  Capital  is  only  correctly  shown 
in  the  Accounts  where  true  valuations  are  placed  upon  the  Assets, 
and  the  Accounts  are  properly  prepared.  For  this  reason  the 
questions  of  Adjustments  and  Depreciation  which  are  dealt  with 
in  the  next  chapter  are  of  the  utmost  importance  in  the  prepara- 
tion of  Accounts. 
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§  5. — Illustration 

After  adjusting  the  Nominal  Accounts  the  following  balances 
remain  in  the  books  of  H.  Harrison,  at  31st  December,  1914. 


£ 

5. 

d. 

i 

5. 

i 

H.  Harrison,  Capital  . 

8,000 

0 

0 

Land  and  Buildings 

1,350 

0 

0 

Plant  and  Machinery 

950 

^ 

9 

Investments 

400 

0 

O 

Personal  Ledgers 

7»32i 

6 

2 

i,79i 

3 

10 

Bills 

400 

0 

O 

185 

0 

O 

Cash  at  Bank     . 

54i 

7 

4 

Cash  in  Hand     . 

11 

3 

7 

Stock,  31st  December, 

1914 

2,014 

1 

2 

H.  Harrison,  Current  Acco 

ant  (as  at 

1st  January,  1914) 

1,7*9 

1 

I 

Drawings  . 

500 

0 

0 

Profit  and  Loss  Account 

i,792 

17 

I 

13,488 

2 

0 

13.488 

2 

O 

Prepare  Balance  Sheet  as  at  31st  December,  1914,  and  show  the  Ledger 
Accounts  recording  H.  Harrison's  interest  in  the  business. 


Dr. 


H.  Harrison,  Capital  Account 


Cr. 


£    s.    d 


1914 

Jan.  1 


By  Balance 


£     s.  d. 
8.000  O    O 


Dr. 


H.  Harrison,  Current  Account 


Cr. 


1914 
Dec.  31 


To  Cash — 
Drawings 
,,  Balance 


£    s.  d. 

500    0  0 
3,011  18  2 

1914 

Jan.   1 
Dec.  31 

1915 
Jan.  1 

3. 511  18  2 

By  Balance  . 

,,    Profit  and 

Loss  A/c    . 


By  Balance  . 


£     s.  d. 
1,719     1  1 

1,792  17  1 


3,511  18  2 


3,011  18  2 


fe 

0 

O 

w 

B 

■ 

H 

oi 

(A 

< 

m 

X 

H 

•< 

X 

« 

B 

C/5 

9 

2 

5 

* 

sj*   O    ff  N 

co  0  m  m 

0  O  *• 
^*m  o>  o, 

N    O 

VO  0 

M    O 
M    O 

0 

N 

«n 

0 
N 

00 

00 
& 

N 

M 

\ 

By  Land  and  Buildings 
,,    Plant  and  Machinery 
,,    Stock    ...... 

,,    Sundry  Debtors  : 

On  Open  Account         £7,321     6     2 
,,  Bills  Receivable          400    0     0 

,,    Investments  ..... 

„   Cash 

At  Bank      .          .              541     7     4 
In  Hand      .          .                 n     3     7 

£         s.  d. 

1,976     3  10 
8,000    0    0 

3,011  18     2 

O 
M 
00 

00 
°1 
c* 

To  Sundry  Creditors — 

On  Open  Account         .    £1,791     3  10 
,,  Bills  Payable           .          185     0     0 

„    H.  Harrison,  Capital  Account 
„    H.  Harrison,  Current  A/c      1,719     1     1 
Add  Profit           .          .       1,792  17     1 

N   O 

00    O 

M    O 

M    0 

m 

1 

Q 

«o 
<o 

►3 
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OUTSTANDING   LIABILITIES   AND    ADJUSTMENTS 
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4. — Reserve  for  Discounts. 

5. — Depreciation  of  Assets. 

(a)  The  Fixed  Instalment  System. 

(b)  The  Reducing  Instalment  System. 
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(/)   Revaluation. 

6. — Suspense  Accounts. 

7. — Contingent  Liabilities. 

8. — Illustration. 
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CHAPTER    IX 
OUTSTANDING   LIABILITIES   AND   ADJUSTMENTS 

In  order  that  the  Balance  Sheet  of  any  business  may  show 
the  true  and  correct  financial  position,  it  is  essential  that  after 
all  the  current  transactions  have  been  put  through  in  the  books 
of  prime  entry  the  necessary  adjustments  should  be  made  in 
respect  of  those  special  matters  which  cannot  be  recorded  in 
the  normal  course  of  the  book-keeping.  It  is  proposed,  there- 
fore, to  consider  here  the  principal  adjustments  which  must 
be  taken  into  account  before  the  final  accounts  are  actually 
prepared. 

! — Outstanding  Liabilities 

f  It  is  nearly  always  the  case  that  when  the  accounts  have 
been  balanced  certain  liabilities  have  been  incurred  which  have 
not  yet  found  their  way  into  the  books.  For  instance,  Pur- 
chases may  have  been  made  in  respect  of  which  the  goods 
have  been  included  in  the  Stock,  the  liability  for  which  has  not 
yet  been  recorded  owing  to  the  fact  that  an  Invoice  has  not  yet 
been  received.  In  addition,  there  are  generally  charges  to  be 
taken  into  account  in  respect  of  Rent,  Rates,  Gas,  Water, 
Electric  Light,  or  similar  services,  the  benefits  of  which  have 
been  received  though  no  payment  in  respect  of  them  has  been 
made.  All  such  items  must  be  taken  into  account,  since  other- 
wise the  liabilities  would  be  understated,  and  the  charges  against 
Profit  and  Loss  Account  would  also  be  incorrect,  thus  causing 
the  Profit  to  be  overstated.  The  adjustment  can  be  made 
in  two  ways,  either  by  passing  an  entry  through  the  Journal, 
debiting  the  Nominal  Account  concerned,  and  crediting  the 
Creditor  ;  or  by  adjusting  the  outstanding  item  on  the  Nominal 
Account  concerned,  this  being  the  method  usually  adopted. 
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ILLUSTRATION 

On  30th  June,  1914,  the  following  debit  balances  appeared  in  the  Trial 
Balance  of  a  manufacturer  : 

Rent,  Rates,  and  Taxes  .  .  .  .  •    .     £376 

Gas  and  Electric  Light  ......         64 

One  quarter's  Rent,  amounting  to  £80,  is  due  but  not  yet  paid,  and  a 
Demand  Note  for  Local  Rates  for  the  half  year  to  30th  September,  1914, 
amounting  to  £60,  has  been  received  but  not  paid.  There  are  outstanding 
liabilities  not  yet  brought  into  account  in  respect  of  Gas  ^10  15.  6d., 
Electric  Light  £1  15s. 

Show  the  Nominal  Accounts  as  they  would  appear  when  the  books 
are  closed  off. 


Dr. 


Rent,  Rates,  and  Taxes 


Cr. 


1914 
June  30 


To  Balance   . 

,,  Balance  outstanding 
Rent     .  £80  o  o 

Rates  (1  qr.)  .   30  o  o 


£   *•* 

376  o  o 


486  o  o 


1914 

June  30 


July  1 


By  Profit  & 
Loss  A/c 


By  Balance 


£    s.  d. 

486   o   o 


486   o   o 


Dr. 


Gas  and  Electric  Light 


Cr. 


1914 
June  30 


To  Balance 

,,  Balance  outstanding 
Gas        .  £10    1  6 

Electric  Light    2  15  o 


£     s.  d 
64    o  o 


12  16  6 


76  16  6 


1914 
June  30 


July  1 


By  Profit  & 
Loss  A/c 


By  Balance 


£     s.  d. 
76  16    6 


76  16    6 


12  16    6 


It  will  be  seen  from  the  foregoing  that  the  charge  to  Profit  and  Loss 
Account  is  increased  to  the  extent  of  the  sum  outstanding  ;  and  the 
balance  brought  down  is,  for  the  purpose  of  the  Balance  Sheet,  treated 
as  a  liability. 

When  the  charge  is  paid  during  the  next  period  it  will  be  debited  to  the 
Nominal  Account,  and  will  be  compensated  for  by  the  credit  entry,  so 
that  it  is  not  charged  to  Profit  and  Loss  Account  again  in  the  succeeding 
period. 
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The  same  principle  can  be  applied  to  any  Nominal  Accounts  ; 
but,  so  far  as  Purchases  are  concerned,  it  is  better  where  possible 
to  pass  all  the  Invoices  through  the  Purchase  Day  Book  during 
the  period  to  which  they  relate. 

Where  the  system  of  debiting  the  Nominal  Accounts  con- 
cerned and  crediting  a  separate  account  is  adopted,  all  the 
credits  can  be  passed  through  an  Outstanding  Liabilities  Account, 
which  may  be  regarded  as  a  Suspense  Account  for  the  purpose 
of  adjusting  the  outstandings.  In  this  case  the  items  in  the 
Suspense  Account  must,  at  the  commencement  of  the  succeeding 
period,  be  transferred  to  the  Nominal  Account. 

§  2. — Payments  in  Advance 

It  frequently  happens  that  payments  for  expenses,  such  as 
Rent,  Rates,  Taxes,  Insurance,  &c,  made  during  a  period  refer 
wholly  or  partly  to  a  succeeding  period.  The  treatment  of  such 
items  is  analogous  to  that  of  outstanding  liabilities,  the  amount 
carried  forward  being  treated  as  an  asset  for  the  time  being. 

ILLUSTRATION 

At  30th  June,  1914,  the  Trial  Balance  of  a  manufacturer  included  a 
debit  balance  of  £180  for  Rent,  Rates,  and  Taxes  Account.  The  sum 
of  ^50  for  local  rates  for  the  half  year  ending  30th  September,  1914,  had 
been  paid  on  the  22nd  June,  191 4. 

Show  the  N  ominal  Account  as  it  will  appear  when  the  books  are  closed 
off. 

Dr.  Rent,  Rates,  and  Taxes  Account  Cy\ 


1914 

June  30 

To  Balance 
To  Balance 

180  0  0 

1914 
June  30 

By  Balance — 

One  quarter's  rates 

paid  in  advance  . 

,,    Profit  and  Loss  A/c 

£    s.d. 

25   0  0 
155   0   0 

180  0  0 

180  0   0 

July    1 

25  0  0 

It  will  thus  be  seen  that  the  charge  against  Profit  for  the  current  period 
is  reduced  by  the  amount  chargeable  to  the  succeeding  period,  and  that 
this  is  brought  down  as  a  debit  balance,  and  will  appear  upon  the  Balance 
Sheet  as  an  Asset,  '  Rates  paid  in  advance.'  In  the  succeeding  period 
this  will  tend  to  increase  the  charges  against  Profit  and  Loss  Account,  and 
rightly  so,  as  the  apportionment  relates  to  that  period. 
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§  3. — Reserve  for  Bad  and  Doubtful  Debts 

During  the  time  that  a  debt  due  from  a  customer  is  not  paid 
it  stands  on  the  book  as  a  Debit  Balance  and  is  treated  as  an 
Asset.  If  the  debt  becomes  bad  so  that  the  proprietor  of  the 
business  knows  that  he  will  never  receive  payment  from  the 
customer,  instead  of  such  debit  balance  being  regarded  as  an 
Asset  it  must  be  regarded  as  a  Loss.  If  such  a  case  arises  it  will 
be  necessary  to  transfer  the  amount  of  the  bad  debt  to  a  Bad 
Debts  Account,  at  the  same  time  crediting  the  Customer's 
Account  with  the  corresponding  sum,  so  closing  it  off. 

During  the  course  of  a  year,  bad  debts  may  or  may  not  have 
been  so  dealt  with,  but  in  either  case  it  is  necessary,  whenever 
the  accounts  are  balanced,  to  consider  whether  any  of  the  debts 
standing  on  the  books  are  bad  or  doubtful,  so  that  a  reserve 
can  be  made  for  any  possible  loss  that  has  occurred  during  the 
period  under  review  in  respect  thereof. 

ILLUSTRATION 

During  the  year  191 4  a  balance  of  ^35  standing  to  the  debit  of  Harvey 
Martin  at  the  commencement  of  the  year  was  found  to  be  absolutely 
irrecoverable.  Goods  valued  at  £35  were  sold  to  T.  Snow,  who  subse- 
quently compounded  with  his  creditors  for  15*.  in  the  £.  H.  Young 
bought  goods  valued  £60  and  subsequently  went  bankrupt,  a  first  and 
final  dividend  of  5/-  in  the  £  being  paid. 

The  balances  on  the  Sales  Ledger  at  31st  December,  1914,  after  writing 
off  the  Bad  Debts  mentioned  above,  amounted  to  ^3,125.  Of  this  sum  ^200 
was  regarded  as  doubtful  and  a  reserve  of  105.  in  the  £  was  made  thereon, 
while  a  general  reserve  of  5%  was  made  on  the  balance  of  the  Debtors. 

Make  the  necessary  Journal  entries,  and  show  the  Ledger  accounts  to 
record  these  transactions. 

Journal 


1914 


Bad  Debts Dr. 

To  Harvey  Martin           .... 
Being  loss  through  debt  irrecoverable. 
Bad  Debts Dr. 

To  T.  Snow 

Being    loss     through     debt     irrecoverable, 

T.    Snow   having  compounded    with   his 

Creditors  for  1 5s.  in  the  £. 
Bad  Debts Dr. 

To  H.  Young 

Being  loss  through  debt  irrecoverable,  owing 

to  H.   Young  having   become    bankrupt 

and  paid  a  first  and  final  dividend  of  5/- 

in  the  £. 


£    s.   d. 

£     s.    d. 

35     0     0 

35     0     0 

15     o 


45     o     o 


8  15     o 


45     o     o 
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Dr.  Cash  Book  Cr. 


To  T.  Snow  . 
,,    H.  Young 


i 

s. 

d. 

26 

5 

0 

15 

0 

0 

£  s.    d. 


Ledger 


Dr. 

Harvey  Martin 

Cr. 

To  Balance  . 

• 

£     *.  d. 
35     0    0 

By  Bad  Debts 

£    s.  d. 

35     0     0 

Dr. 


T.  Snow 


Cr. 


To  Goods 


£  «•   d. 
35     0     0 

35     0     0 

By  Cash 
,.    Bad  Debts 


£      *•  ^. 
26     5     o 

815    o 


35 


Dt 

H.  Young 

Cr. 

To  Goods      . 

£    *>    d. 
60    0    0 

By  Cash 
„   Bad  Debts 

£     s.  d. 
15    0    0 
45     0    0 

60    0     0 

60     0     0 

. 
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Dr.  Bad  Debts  Account  Cr. 


To  H.  Martin 
„  T.  Snow  . 
,,  H.  Young 
„    Balance     reserve     a 

follows  : 
ios.  in  £  on  £200  =£100 
5%  on  £2,925      =£146  5 


£    s.d. 

35     0  0 

8  15  0 

45     0  0 

246     5  0 

335     0  0 

By  Profit  and 
Loss  A/c     . 


By  Balance    . 


£    s.    d. 
335  o     o 


335    o    o 


246    5     o 


In  preparing  the  Final  Accounts  £335  will  be  charged  against  the  Profit 
and  Loss  Account  in  respect  of  Bad  Debts,  and  a  Reserve  of  £246  5s.  will 
be  shown  on  the  Balance  Sheet  as  a  deduction  from  the  total  of  Sundry 
Debtors  £3,125. 

In  the  next  period  bad  debts  written  off  will  be  charged  against  the 
credit  balance  brought  forward.  At  the  end  of  the  succeeding  period 
adjustments  will  be  made  in  respect  of  reserve  on  the  debts  then  existing, 
and  the  charge  against  the  Profit  and  Loss  Account  will  be  reduced  to  the 
extent  of  the  balance  which  is  brought  forward  from  the  current  period. 

Thus,  assuming  that  in  the  following  period  bad  debts  actually  written 
off  amounted  to  £243  2s.  gd.  and  that  the  reserve  presumed  to  be  necessary 
was  5%  on  the  Debtors  £4,102  ios.  2d.,  the  Bad  Debts  Account  would 
appear  as  follows  : 


Dr. 


Bad  Debts  Account 


Cr. 


To  Sundries    . 
„  Balance  reserve  as 
follows 
5%  on  ^4,102  ios.  2d.  . 

£     s.  d. 
243    2    9 

205    2    6 

By  Balance 
„  Profit  and  Loss  A/c . 

By  Balance 

£     s.d. 
246    5  0 
202    0   3 

448    5    3 

448    5    3 

205    2    6 

In  this  case  £202  os.  3d.  will  be  the  charge  against  Profit  and  Loss 
Account,  and  £205  2s.  6d.  will  appear  on  the  Balance  Sheet  as  a  deduction 
from  the  Total  Debtors  by  way  of  Reserve  for  Bad  Debts. 
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§  4. — Reserve  for  Discounts 

It  has  already  been  explained  that  Cash  Discount  is  an 
allowance  made  to  a  person  in  consideration  of  him  paying  his 
debt  before  the  term  of  credit  given  by  the  seller  has  expired. 
Where  Discounts  allowed  and  received  are  considerable,  it  is 
frequently  the  custom  to  reserve  for  the  discount  that  will  in 
due  course  be  allowed  on  the  Debtors'  Accounts  outstanding  at 
the  date  of  the  Balance  Sheet ;  and  similarly  to  anticipate 
the  discount  that  will  be  received  on  payment  of  the  outstanding 
Creditors  at  the  date  of  the  Balance  Sheet.  This  will  have  the 
effect  of  reducing  the  figures  in  the  Balance  Sheet  to  the  actual 
sums  which  it  is  estimated  will  be  received  or  paid  in  cash 
respectively. 


ILLUSTRATION 

Discount  allowed  during  the  year  to  customers  amounted  to  £525  ; 
discount  received  from  creditors  amounted  to  £240  ;  the  debtors  at  the 
close  of  the  year  amounted  to  £4,120,  and  creditors  ^1,950,  and  3%  dis- 
count is  to  be  reserved  upon  both. 

Show  the  Discount  Account  as  it  will  finally  appear. 


Dr. 


Discount  Account 


Cr. 


To  Sundries  . 
,,  Balance  3%  on  £4,120 


To  Balance 


525    0 
123  12 

d. 
0 
0 

648  12 

0 

58  10 

0 

By  Sundries       .  ' 
„   Balance  3%  on 

£1.950      • 
,,    Profit  &  Loss  A/c  . 


By  Balance 


£     s.  d. 

240    o  o 

58  10  o 

350      2  O 


648    12       O 


123    12      O 


In  preparing  the  final  accounts  £350  25.  will  be  charged  against  the 
Profit  and  Loss  Account,  being  the  net  loss  on  Discounts.  In  the  Balance 
Sheet  £123  125.  will  be  deducted  from  the  debtors  as  Reserve  for  Discount 
and  £58  105.  will  be  deducted  from  the  creditors  in  anticipation  of  Dis- 
count. 

10 
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The  argument  for  reserving  for  discount  that  will  be  allowed 
to  customers  is  that  this  is  a  loss  which  should  be  borne  by 
the  period  which  has  had  the  benefit  of  the  transactions  ;  but 
as  against  this  it  may  be  contended  that  the  period  which  has 
the  use  of  the  money  before  it  is  actually  due  should  bear  the 
loss  of  the  sums  allowed  by  way  of  discount. 

There  is  no  fixed  rule,  though  very  frequently  discounts 
payable  (i.e.  those  which  will  be  allowed  to  customers)  are 
reserved  for ;  but  in  any  case  discounts  receivable  should 
not  be  anticipated  on  the  creditors  unless  they  are  reserved 
also  on  the  debtors. 


§  5. — Depreciation  of  Assets 

It  is  necessary  before  the  profits  of  a  business  for  any  period 
can  be  truly  determined  to  take  into  account  the  loss  which 
assets  have  suffered  during  the  period  covered  by  the  accounts  ; 
and  for  this  purpose  to  charge  against  the  income  the  loss  which 
the  assets  have  suffered  in  earning  that  income.  This  loss 
is  known  as  Depreciation. 

Depreciation  may  be  defined  as  the  shrinkage  in  value  of  any 
asset  from  any  cause  during  a  given  period.  It  may  be  divided 
broadly  into  two  classes  : 

(a)  Internal. 

(b)  External. 

Internal  Depreciation  is  that  arising  from  the  operation  of 
any  cause  natural  to,  or  inherent  in,  the  asset  itself,  e.g.  Wear 
and  Tear  in  the  case  of  Plant  and  Machinery. 

External  Depreciation  is  that  arising  from  the  operation  of 
forces  apart  from  the  asset  itself,  e.g.  Obsolescence  in  the  case 
of  Plant  and  Machinery ;  Effluxion  of  Time  in  the  case  of  a 
Lease. 

In  estimating  the  average  life  of  any  asset  in  order  to  fix  a 
rate  of  depreciation,  the  various  forces  operating  to  cause 
depreciation  must  be  carefully  distinguished.  It  is  usually 
possible  to  forecast  the  internal  depreciation,  such  as  Wear  and 
Tear,  with  reasonable  correctness,  given  the  necessary  experi- 
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ence  and  knowledge  of  the  business  concerned  ;  but  the  external 
forces  (apart  from  effluxion  of  time,  which  can,  of  course,  be 
calculated  exactly)  are  usually  so  erratic  and  variable  in  their 
nature  that  in  many  cases  they  are  ignored  until  the  actual 
loss  caused  thereby  has  been  ascertained. 

The  term  Depreciation  is  usually  understood  to  convey 
permanent  shrinkage  in  value,  temporary  shrinkage  being  termed 
Fluctuation. 

When  the  amount  of  loss  has  been  ascertained  it  will  be 
necessary  to  debit  such  amount  to  Depreciation  Account,  and 
credit  the  same  to  the  account  of  the  particular  asset  con- 
cerned. Depreciation  Account  is  ultimately  written  off  to  the 
Profit  and  Loss  Account,  and  the  reduced  value  of  the  asset 
is  brought  down  as  a  Debit  Balance  and  would  appear  at  the 
lower  figure  upon  the  Balance  Sheet. 

There  are  various  methods  of  providing  for  depreciation,  the 
principal  of  these  being  : 

(a)  The  Fixed  Instalment  System. 

(b)  The  Reducing  Instalment  System. 

(c)  The  Annuity  System. 

(d)  The  Depreciation  Fund  System. 

(e)  The  Insurance  Policy  System. 
(/)  Revaluation. 

(a)  The  Fixed  Instalment  System 

The  Fixed  Instalment  method  of  depreciation  is  that  under 
which  a  fixed  rate  per  cent,  of  the  original  cost  of  the  asset  is 
written  off  in  each  year,  thereby  reducing  the  book  value  of 
the  asset  to  nil  at  the  expiration  of  its  utility. 

Although  it  is  difficult  to  tell,  with  exactitude,  the  pro- 
portion of  the  value  of  an  asset  which  expires  in  each  year,  it 
is  certain  that  the  amount  of  value  which  is  lost  out  of  any 
asset  over  a  given  number  of  years  is  not  of  equal  value  in  each 
year.  Nevertheless,  the  fixed  instalment  system  is  frequently 
used  in  respect  of  all  classes  of  fixed  assets,  and  the  effect  is  to 
charge  an  equal  sum  against  the  revenue  of  a  business  in  respect 
of  the  asset  concerned  during  the  estimated  life  of  that  asset. 


148    OUTSTANDING  LIABILITIES  AND  ADJUSTMENTS 

For  the  reason  that  it  is  devoid  of  Actuarial  influences,  and  that 
its  effect  is  equal  on  the  Profit  and  Loss  Account  in  successive 
years,  it  is  sometimes  known  as  the  straight  line  method. 

In  order  to  allow  for  additions  to  the  asset  account,  a  special 
book  should  be  kept  subsidiary  to  the  Ledger  Account,  in  which 
the  additions  can  be  kept  separate  from  the  original  cost,  so 
that  they  can  be  subjected  to  a  separate  depreciation  charge. 

ILLUSTRATION 

Plant  and  Machinery  standing  in  the  books  at  £1,500  have  to  be  de- 
preciated at  10%  per  annum.  Show  the  necessary  Accounts  for  two 
years. 

Cr. 


Dr. 


Plant  and  Machinery  Account 


To  Balance 

£       s.d. 
1,500   0    0 

By  Depreciation  10% 

on  £1,500 
By  Balance 

By  Depreciation  10% 

on  £1, 500 
By  Balance 

£    s.d. 

150  0  0 
1,350  0  0 

1,500   0    0 

1,500  0  0 

1,350   0    0 

To  Balance 

150  0  0 

1,350   0    0 

1,350  0  0 

1,200   0    0 

To  Balance 

Dr. 


Depreciation  Account 


Cr. 


To  Plant  and  Machinery 

£      s.  d. 
150    0    0 

By  Profit  and  Loss  A/c 
By  Profit  and  Loss  A/c 

£      s.  d. 
150   0    0 

To  Plant  and  Machinery 

150    0    0 

150   0    0 

In  preparing  the  final  Accounts  £150  will  be  charged  in  each  year 
against  the  Profit  and  Loss  Account  for  depreciation  in  respect  of  the 
Plant  and  Machinery ;  and  on  the  Balance  Sheets  the  asset  will  be  shown 
at  its  reduced  figure,  -£1,350  at  the  end  of  the  first  year  and  £1,200  at  the 
end  of  the  second  year. 
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(b)  The  Reducing  Instalment  System 

The  reducing  instalment  system  is  a  method  by  which  a 
fixed  rate  per  cent,  on  the  diminishing  value  of  the  asset  is 
written  off  each  year  so  as  to  reduce  the  asset  to  scrap  value 
at  the  expiration  of  a  given  number  of  years.  This  method 
is  in  very  general  use  for  Plant,  Machinery,  &c.  It  possesses 
the  advantage  of  easy  calculation,  the  percentage  being  taken 
on  the  balance  brought  down  from  time  to  time  ;  and  in  addition, 
as  depreciation  is  heavy  in  the  earlier  years,  when  repairs  are 
presumably  light,  the  former  decreasing  as  the  latter  increases, 
the  net  effect  of  the  system  is  to  average  the  charges  in  respect 
of  depreciation  and  repairs,  which  would  not  have  been  the 
case  under  the  fixed  instalment  system. 

It  is  necessary,  however,  to  remember  that  a  much  longer 
period  is  required  under  the  reducing  instalment  method  than 
under  the  fixed  instalment  method  to  write  off  an  asset  where 
the  same  rate  of  percentage  is  taken,  and  in  the  case  of  assets 
possessing  similar  working  lives  a  correspondingly  higher  rate 
must  be  taken  if  this  method  is  adopted  compared  with  the 
rate  necessary  under  the  fixed  instalment  system. 

It  is  also  necessary  for  the  sake  of  safety  to  combine  with 
the  system  the  Revaluation  method,  in  order  that  the  rate  may 
be  adjusted  from  time  to  time  should  it  be  found  necessary. 
(See  §  5  (/)  of  this  Chapter.) 


ILLUSTRATION 

Balance  of  Plant  Account  at  1st  January,  1914      .  .     £1,200 

Additions  during   1914         .  .  .  .  .  .  210 

Depreciation  at  10%  per  annum  on  the  reducing  instalment  system. 
Show  the  Plant  Account  to  1st  January,  191 6. 


Dr. 


Plant  Account 


Cr. 


1914 

Jan.  1 
Dec.  31 

To  Balance     . 
,,    Additions   . 

£    *  * 

1,200  0  0 

210  0  0 

1914 

Dec.  3T 

By  Depreciation 
10%        on 
£1,200 
,    Balance 

£     s.d. 

120  0  0 
1,290  0  0 

1,410  0  0 

1,410  0  0 
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Dr.  Plant  Account  (contd.)  Cr. 


1915 

Jan.    1 

To  Balance 
To  Balance 

£      s.d. 
1,290  0  0 

1915 
Dec.  31 

By  Depreciation  10% 

on  £1,290 
,,    Balance     . 

£    s.d. 

129  0  0 
1,161  0  0 

1,290  0  0 

1,290  0  0 

1916 
Jan.    1 

1,161   0  0 

(c)  The  Annuity  System 

Under  the  annuity  system  of  depreciation  the  asset  is  regarded 
as  earning  a  fixed  rate  of  interest,  and  by  reference  to  tables  a 
calculation  can  be  made  showing  what  equal  amount  of  deprecia- 
tion written  off  over  a  given  number  of  years  (according  to  the 
estimated  life  of  the  asset)  will  reduce  the  book  value  to  nil  after 
debiting  interest  to  the  asset  account  on  the  diminishing  value. 

This  method  shows  the  true  capital  value  of  the  asset  at  any 
time,  but  the  calculations  necessary  render  it  somewhat  more 
difficult  than  the  systems  previously  mentioned.  This  is  par- 
ticularly the  case  where  additions  have  to  be  made  to  the  asset, 
since  not  only  is  it  necessary  to  provide  a  separate  memorandum 
book  to  record  the  additions,  but  it  is  also  necessary  to  make 
separate  calculations  in  respect  of  such  additions. 

The  result  is  that  the  annuity  method  is  used  principally 
for  writing  off  leases  where  it  is  not  desired  to  provide  a  fund 
for  the  purpose  of  renewing  the  lease,  and  is  not  in  general 
use  for  such  assets  as  Plant  and  Machinery,  to  which  additions 
are  continually  necessary. 

The  illustration  given  below  deals  separately  with  the  fixed 
amount  of  depreciation  and  the  reducing  amount  of  interest. 
If,  however,  it  is  desired  a  table  showing  the  net  charge  against 
Profit  and  Loss  Account  in  each  year  can  be  drawn  out  and 
the  net  figure  only  credited  to  the  asset  account  and  debited  to 
depreciation  each  year.  This  figure 'will  be  a  continually  in- 
creasing figure  in  the  same  way  as  the  net  charge  to  Profit  and 
Loss  in  the  illustration  is  a  continually  increasing  charge. 
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ILLUSTRATION 

Lease   costing  ^1,200  for  term   of   five   years.     Depreciation   by   the 
Annuity  Method  at  5  per  cent,  per  annum. 


Dr. 


Lease  Account 


Cr. 


1912 
Jan.    1 
Dec.  31 

To  Cash     . 

,,    Interest  at  5% 

To  Balance 

„    Interest  at  5% 

To  Balance 

,,    Interest  at  5% 

To  Balance 

,,    Interest  at  5% 

To  Balance 

„    Interest  at  5% 

£        s.d. 

1,200     0  0 

60     0  0 

1912 
Dec.  31 

1913 
Dec.  3 1 

1914 
Dec.  31 

1915 
Dec. 31 

1916 
Dec.31 

ByDepreciation 
,,  Balance 

ByDepreciation 
,,  Balance 

ByDepreciation 
,,  Balance 

ByDepreciation 
,,  Balance 

ByDepreciation 

£  s.  d. 
277  3  0 
982  17    0 

1,260    0  0 

1,260    0    0 

1913 
Jan.    1 
Dec.  31 

982  17    0 
49     2  10 

277  3  0 
754  16   10 

1,031  19  10 

1,031  19  10 

1914 
Jan.    1 
Dec.  31 

754  16  10 
37  14  10 

277  3  0 
515    8     8 

792  11     8 

792  1 1     8 

1915 
Jan.    1 
Dec.  31 

515     8  8 
25  15  5 

277  3  0 
264    1     1 

541     4  1 

541    4     1 

1916 
Jan.    1 
Dec.  31 

264     1   1 
13     4  I 

277    5     2 

277     5  2 

277    5     2 

Dr. 

Depreciation  and 

[nterest  Account 

Cr. 

1912 
Dec.  31 

To  Depreciation 

£     s.d. 
277  3  0 

1912 
Dec.31 

By  Interest     . 

,,    Profit    and 

Loss  A/c   . 

£     s.  d. 
60    0    0 

217     30 

277  3  0 

277     3    0 
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Dr.  Depreciation  and  Interest  Account  (contd.)  Cr. 


1913 
Dec.  31 


1914 
Dec.  31 


1915 
Dec.  31 


1916 
Dec.  31 


To  Depreciation 


To  Depreciation 


To  Depreciation 


£  *•  d. 

277  3  o 


277  3  o 


277  3  o 


277  3  o 


277  3  o 


277  3  o 


To  Depreciation  I  277  5  2 


277  5  2 


1913 
Dec.  31 


1914 
Dec.  31 


1915 
Dec.  31 


1916 
Dec.  31 


By  Interest 
,,    Profit  and  Loss 
A/c      . 


By  Interest 
,,    Profit  and  Loss 

A/c      . 


By  Interest 
,,    Profit  and  Loss 
A/c      . 


By  Interest 
,,    Profit  and  Loss 
A/c      . 


£     s.d. 

49     2  10 


228 

0 

2 

277 

3 

0 

37 

M 

10 

239 

S 

2 

277 

3 

0 

25 

15 

5 

251 

7 

7 

277 

3 

0 

13 

4 

1 

264 

I 

1 

277 

5 

2 

Notes. — (a)  The  fixed  amount  to  be  charged  for  depreciation  under  this 
system  is  calculated  from  actuarial  tables.  The  interest  is  calculated 
each  year  on  the  balance  of  the  Lease  Account. 

(b)  This  illustration  shows  the  increasing  charge  each  year  to  Profit 
and  Loss.  In  practice,  depreciation  and  interest  would  be  debited  and 
credited  respectively  to  separate  accounts,  or  a  table  showing  the  net 
charge  may  be  prepared  and  interest  ignored. 

(d)  The  Depreciation  Fund  System 

Under  the  Depreciation  Fund  System  a  fixed  sum  is  charged 
to  Profit  and  Loss  Account  each  year  and  credited  to  a  Depre- 
ciation Fund  Account,  a  corresponding  amount  being  taken 
out  of  the  business,  invested  in  Gilt-edged  Securities,  and 
allowed  to  accumulate  at  compound  interest  on  the  principle 
of  a  sinking  fund,  so  as  to  produce  a  sum  equal  to  the  original 
value  of  the  asset  at  the  completion  of  a  given  number  of  years. 
This  system  enables  the  business  to  replace  the  asset  when  the 
necessity  arises  without  disturbing  the  finances  of  the  business. 
The  entries  necessary  are  as  follows  : 
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(1)  Debit  Profit  and  Loss  Account  and  Credit  Depreciation 
Fund  Account  with  the  amount  of  the  annual  instalment  at 
the  end  of  each  year. 

(2)  Debit  Investment  and  Credit  Cash  with  acorrespondingsum. 

(3)  When  interest  is  received  debit  Cash  and  credit  the 
Investment  Account  in  the  Income  column  ;  debit  the  Invest- 
ment Account,  Income  column,  and  credit  Depreciation  Fund. 

(4)  After  the  first  year  the  amount  to  be  debited  to  Invest- 
ment and  credited  to  Cash  will  be  an  amount  equal  to  the  in- 
stalment plus  interest  received  and  not  yet  invested. 

(5)  At  the  expiration  of  the  period  the  last  instalment  and  the 
last  item  of  interest  will  have  been  dealt  with  so  far  as  the  Depre- 
ciation Fund  Account  is  concerned,  but  they  will  not  require  to 
be  invested,  since  at  this  date  the  money  itself  will  be  necessary. 

(6)  When  the  money  is  required,  sell  the  investments,  crediting 
Investment  Account  and  debiting  Cash. 

(7)  Debit  new  Asset  Account  and  credit  Cash  in  respect  of 
new  purchase. 

(8)  Write  off  old  Asset  against  Depreciation  Fund. 

The  calculation  necessary  for^  ascertaining  the  annual  instal- 
ment, if  made  in  full,  is  somewhat  complicated,  especially  where 
the  fund  is  to  accumulate  over  a  long  period.  The  result  is  that 
reference  is  usually  made  to  Sinking  Fund  Tables,  from  which, 
knowing  the  period  the  fund  is  to  run  and  the  rate  of  interest 
which  it  is  assumed  will  be  earned  on  the  investments  of  the 
fund,  it  can  be  seen  at  a  glance  what  decimal  of  a  pound,  if 
set  aside  each  year  and  allowed  to  accumulate  at  compound 
interest,  will  amount  to  one  pound  exactly  at  the  end  of  the 
period.  This  decimal  of  one  pound  multiplied  by  a  figure  equal 
to  the  amount  required  to  be  created  by  the  sinking  fund  or 
depreciation  fund  will  give  the  annual  instalment  to  be  set  aside. 

A  sinking  fund  proper  is  created  for  the  purpose  of  paying 
off  a  liability  and  not  for  the  replacement  of  an  asset.  The 
procedure  is  practically  the  same  as  for  a  Depreciation  Fund, 
but  at  the  end  of  the  time  the  Fund  Account  which  has  been 
provided  out  of  profits  will  remain,  and  may  be  transferred  to 
a  Reserve  Account, 


154    OUTSTANDING  LIABILITIES  AND  ADJUSTMENTS 

ILLUSTRATION 

On  ist  January,  1914,  a  business  acquired  a  lease  with  four  years  to 
run  at  a  cost  of  £2,000.  Provision  for  its  renewal  is  to  be  made  by  the 
Depreciation  Fund  method  on  a  3%  basis.     Show  the  Accounts. 

By  reference  to  Sinking  Fund  Tables  it  will  be  found  that  the  decimal 
of  £1  which  invested  at  the  end  of  each  year  and  allowed  to  accumulate 
at  3%  compound  interest  will  at  the  end  of  4  years  amount  to  £1  exactly, 


Multiply  this  by 


•239027 

2000  the  sum  to  be  provided 


478*054000 
20 


ro8oooo 
12 


0*960000 
And  the  annual  contribution  is  therefore  £478  is.  id. 


Dr. 

Lease  Account 

Cr. 

1914 
Jan.  1 

To  Cash 

I    s.d. 
2,000  0  0 

1917 
Dec.  31 

By  Depreciation 
Fund  . 

£    s.d. 
2,000  0  0 

Dr. 


Depreciation  Fund  Account 


Cr. 


1917 
Dec.  31 


To  Lease  A/c 


£     s.d 

2,OQO   O   O 


2.000  O  O 


I9I4 

Dec.  31 

1915 
Dec.  31 


1916 
Dec.  31 


1917 
Dec.  31 


By  Profit  &  Loss  A/c 


,,  Profit  &  Loss  A/c 
„  Interest  on 

£478  is.  id 

„  Profit  &  Loss  A/c 
„  Interest  on 

£97°  95. 

„  Profit  &  Loss  A/c 
,,  Interest  on 

£1,477  !2s.  4c*. 


£    s.d. 
478  1   1 


478  1   1 

14  6  10 
478  1    1 

29  2  3 
478  1    1 

44  6    7 


2,000  o   o 
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Dr. 


INVESTMENT  ACCOUNT 

3%  Investment  @  Par 


Cr. 


1914 

Dec.  31 

To  Cash 

To  Balance 
,,  Cash 

To  Balance  . 
,,  Cash 

To  Balance  . 

i 

478 

s. 
1 

d. 
1 

1914 
Dec.  31 

1915 
Dec.  31 

1916 
Dec.  31 

1917 
Dec.  31 

By  Balance 
By  Balance 

By  Balance 

By  Cash 

£      s.d. 

478     1   1 

1915 
Jan.    1 
Dec.  31 

478 
492 

1 
7 

1 
11 

970     9  0 

970 

9 

0 

970     9  0 

1916 
Jan.    1 
Dec.  31 

970 
507 

9 

3 

0 
4 

1,477  12  4 

1.477 

12 

4 

1,477  12  4 

1917 
Jan.    1 

i,477 

12 

4 

1,477  12  4 

The  entries  to  the  credit  of  Depreciation  Fund  Account  in  respect  of 
the  annual  instalments  will  be  debited  to  the  Profit  and  Loss  Account, 
such  entries  being  merged  into  the  general  Profit  and  Loss  Balance  each 
year. 

The  Cash  entries  will  appear  in  the  Cash  Book  as  they  are  made  from 
time  to  time,  and  will  merge  into  the  general  balance  of  Cash  Account. 

The  last  instalment  and  the  last  item  of  interest  will  not  be  invested, 
but  if  set  on  one  side  in  Cash,  and  the  proceeds  of  the  Sale  of  Investment 
added  thereto,  the  sum  of  ^2,000  will  be  exactly  provided  ;    i.e. 


Last  instalment 
Last  interest  . 
Proceeds  of  Sale  of  Investment 


£     »•  d. 

478     1  1 

44     6  7 

1,477  12  4 

2,000    o  o 


The  tables  are  calculated  on  the  assumption  that  the  given  rate  of 
interest  will  be  earned  exactly  and  that  no  loss  is  suffered  or  profit  made 
when  the  investments  are  converted  into  cash.  The  administration  of 
the  Fund  requires  careful  supervision  in  order  to  approximate  these 
conditions  as  nearly  as  possible. 
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(e)  The  Insurance  Policy  System 

In  this  case,  instead  of  creating  a  Depreciation  Fund,  an 
Insurance  Policy  is  taken  out  to  produce  the  required  sum  at 
the  end  of  the  particular  period.  The  procedure  in  the  first 
place  is  the  same  as  with  a  Depreciation  Fund,  except  that  in 
the  place  of  investments  the  Policy  Account  is  shown  as  an  asset. 

It  is  usual  to  show  the  Policy  Account,  however,  in  the  books 
at  its  surrender  value,  which  is  generally  the  amount  of  the 
premiums  paid,  plus  an  ascertained  rate  of  compound  interest, 
minus  the  amount  of  the  first  premium. 

Although  it  may  be  necessary  to  .charge  a  slightly  larger  sum 
against  profits,  since  the  interest  allowed  by  the  Insurance 
Company  may  not  be  so  great  as  that  which  could  be  obtained 
by  investing  in  Gilt-edged  Securities,  it  must  be  borne  in  mind 
that  there  will  be  no  loss  on  realization  of  the  Policy,  as  there 
may  be  under  the  Depreciation  Fund  System. 

After  the  new  asset  has  been  purchased  out  of  the  proceeds 
of  the  policy,  the  fund  will  be  utilized  for  writing  off  the  book 
value  of  the  old  asset. 


(/)  Revaluation 

In  some  cases  the  loss  which  has  been  incurred  by  way  of 
depreciation  cannot  be  determined  by  any  fixed  rule,  so  that 
it  is  necessary  to  revalue  the  particular  asset.  Such  cases  as 
Loose  Tools,  Plant  of  certain  descriptions,  Live  Stock,  Patents, 
and  Copyrights,  are  instances  in  point.  The  loss  so  ascertained 
should  be  debited  to  Depreciation  Account,  and  credited  to  the 
Asset  Account. 

It  may  be  found,  in  the  case  of  Revaluation,  that  an  appre- 
ciation has  taken  place,  and  this  is  frequently  the  case,  for 
example,  in  an  Engineering  business,  where  loose  tools  and 
plant  may  have  been  made  by  the  firm's  workmen,  the  expendi- 
ture thereon  in  materials  and  wages  not  having  been  properly 
capitalized,  owing  to  cost  accounts  not  having  been  kept.  Where 
this  is  the  case,  the  loose  tools  and  plant  should  be  treated  in 
the  same  way  as  stock,  the  Opening  Book  Value  being  closed  off 
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to  the  Trading  Account ;  and  the  Closing  Value  ascertained  by 
Revaluation  being  credited  to  the  Trading  Account,  and  debited 
as  an  asset  to  Loose  Tools  and  Plant  Account.  If,  however, 
such  an  appreciation  has  not  been  brought  about  by  additions 
from  Revenue,  it  will  be  of  a  Capital  nature  ;  and  if  taken 
into  account  at  all,  the  appreciation  would  be  debited  to  the 
Asset  Account  and  credited  to  a  Capital  Reserve  Account. 


§  6. — Suspense  Accounts 

A  Suspense  Account  is  one  to  which  one  aspect  of  a  trans- 
action can  be  posted  until  such  time  as  the  correct  destination 
of  the  posting  is  ascertained.  Thus,  if  a  trader  received  a  bank 
note  in  settlement  of  an  account  without  a  covering  letter,  he 
could  pay  it  into  the  bank,  entering  it  on  the  debit  side  of  the 
Cash  Book,  and  until  such  time  as  he  discovered  the  name  of 
the  person  from  whom  it  was  received  it  should  be  posted  to 
the  credit  of  a  Suspense  Account. 

The  use  of  Suspense  Accounts  should  be  avoided  as  much 
as  possible,  and  care  should  be  taken  that  any  such  accounts 
open  at  the  date  of  the  Balance  Sheet  are  correctly  shown 
thereon. 

§  7. — Contingent  Liabilities 

A  Contingent  Liability  is  one  that  will  only  become  actually 
payable  upon  the  happening  of  a  specific  event. 

Where,  in  the  event  of  a  liability  accruing,  a  loss  would  occur 
to  the  business,  the  contingent  liability  should  be  shown  upon 
the  Balance  Sheet  at  the  foot  thereof.  If,  however,  the  liability 
upon  accruing  will  involve  the  acquisition  of  a  corresponding 
asset,  such  as,  for  instance,  a  contingent  liability  upon  a  trade 
contract,  the  contingent  liability  need  not  be  mentioned  upon 
the  Balance  Sheet  at  all. 

The  principal  classes  of  contingent  liabilities  are  Bills  Receiv- 
able which  have  been  discounted,  on  which  the  person  who  has 
parted  with  the  bill  may  be  liable,  either  as  Drawer  or  Endorser, 
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if  the  bill  is  dishonoured ;  contingent  liability  in  respect  of  an 
action  pending  ;  contingent  liabilities  under  guarantees  ;  and 
uncalled  liability  in  respect  of  partly  paid  shares  in  limited 
companies. 

Reserve  should  be  made  to  cover  any  loss  likely  to  accrue 
under  the  contingent  liability. 

§  8. — Illustration 

From  the  Trial  Balance  at  31st  December,  1914,  as  given  below, 
prepare  Trading  and  Profit  and  Loss  Account  and  Balance 
Sheet,  giving  effect  to  the  following  adjustments : 

(1)  The  Stock  at  31st  December,  1914,  was  valued  at 
£21,642  13s.  id. 

(2)  After  providing  a  reserve  of  5%  on  Debtors,  allow  dis- 
count of  2j%  on  Debtors  and  Creditors. 

(3)  Provide  for  depreciation  of  Machinery  at  10%  on  Reducing 
Instalment  system. 

(4)  Give  the  Ledger  Accounts  relating  to  Bad  Debts  and 
Discounts. 
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Dr.  Bad  Debts  Account  Cr. 
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CHAPTER    X 
PARTNERSHIP    ACCOUNTS 

§  i. — Definition  of  Partnership 

The  description  of  Double  Entry  Book-keeping  which  has 
already  been  given  has  been  applied  to  the  case  of  a  Sole  Trader 
only,  but  the  principles  which  have  been  explained  are  equally 
applicable  to  Partnerships  and  Limited  Companies.  In  this 
chapter  it  is  proposed  to  deal  with  the  special  features  of  Double 
Entry  Book-keeping  as  applicable  to  Partnerships,  and  it  must 
be  understood  that  the  ordinary  transactions  would  be  recorded 
in  the  same  manner,  so  far  as  the  business  of  a  Partnership 
is  concerned,  as  they  are  recorded  in  the  business  of  a  Sole 
Trader.  A  Partnership  is  a  combination  of  two  or  more  persons 
carrying  on  business  together,  and  the  state  of  Partnership  is 
defined  by  the  Partnership  Act,  1890,  as  the  relation  which 
subsists  between  persons  carrying  on  business  in  common  with 
a  view  to  profit. 

The  ordinary  Partnership  is  a  general  Partnership,  i.e.  the 
Partners  have  unlimited  liability  in  respect  of  the  transactions 
entered  into  in  the  same  manner  as  if  they  were  Sole  Traders, 
and  such  a  Partnership  is  governed  by  the  Partnership  Act,  1890, 
and  the  common  law. 

Limited  Partnerships  may  be  entered  into  under  the  Limited 
Partnerships  Act,  1907,  in  which  case  there  must  be  at  least 
one  General  Partner  and  at  least  one  Limited  Partner,  the 
former  being  liable  for  the  full  amount  of  the  debts  of  the  firm 
to  the  extent  of  all  his  property,  the  latter  having  the  advantage 
of  limited  liability. 
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There  must  not  be  more  than  twenty  persons  in  any  ordinary 
business  Partnership,  and  not  more  than  ten  in  a  banking 
Partnership.  If  it  is  desired  to  exceed  this  number  the  Partner- 
ship must  be  registered  as  a  Company  under  the  Companies 
(Consolidation)  Act,  1908. 

§  2 — The  Partnership  Agreement 

Speaking  generally,  the  Partners  may  make  what  arrangements 
they  may  think  tit  for  the  conduct  of  the  partnership  affairs 
and  the  adjustment  of  their  rights  and  interests,  and  it  is  usual 
to  embody  the  terms  of  the  agreement  in  a  Partnership  Deed. 
This  Deed  shows  the  intentions  of  the  Partners  on  the  matters 
contained  in  it  at  the  time  the  partnership  was  entered  into, 
but  the  provisions  thereof  may  be  varied  by  mutual  agreement 
at  any  time  between  the  Partners. 

If  the  Partners  do  not  come  to  any  agreement,  or  if  they  do 
not  enter  into  any  specific  arrangement  upon  certain  points,  the 
following  rules  contained  in  §  24  of  the  Partnership  Act,  1890, 
apply : 

(1)  All  the  partners  are  entitled  to  share  equally  in  the  capital  and 
profits  of  the  business,  and  must  contribute  equally  towards  the  losses, 
whether  of  capital  or  otherwise,  sustained  by  the  firm. 

(2)  The  firm  must  indemnify  every  partner  in  respect  of  payments 
made  and  personal  liabilities  incurred  by  him — 

(a)  In  the  ordinary  and  proper  conduct  of  the  business  of  the 
firm ;  or, 

(b)  In  or  about  anything  necessarily  done  for  the  preservation  of 
the  business  or  property  of  the  firm. 

(3)  A  partner  making,  for  the  purpose  of  the  partnership,  any  actual 
payment  or  advance  beyond  the  amount  of  capital  which  he  has  agreed 
to  subscribe,  is  entitled  to  interest  at  the  rate  of  5  per  cent.,  per  annum 
from  the  date  of  the  payment  or  advance. 

(4)  A  partner  is  not  entitled,  before  the  ascertainment  of  profits,  to 
interest  on  the  capital  subscribed  by  him. 

(5)  Every  partner  may  take  part  in  the  management  of  the  partnership 
business. 

(6)  No  partner  shall  be  entitled  to  remuneration  for  acting  in  the 
partnership  business. 

(7)  No  person  may  be  introduced  as  a  partner  without  the  consent 
of  all  existing  partners. 

(8)  Any  difference  arising  as  to  ordinary  matters  connected  with  the 
partnership  business  may  be  decided  by  a  majority  of  the  partners,  but 
no  change  may  be  made  in  the  nature  of  the  partnership  business  without 
the  consent  of  all  existing  partners. 
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(9)  The  partnership  books  are  to  be  kept  at  the  place  of  business  of 
the  partnership  (or  the  principal  place,  if  there  is  more  than  one),  and 
every  partner  may,  when  he  thinks  fit,  have  access  to  and  inspect  and 
copy  any  of  them. 

Although  it  is  not  legally  necessary  that  a  Contract  of  Part- 
nership should  be  entered  into  by  deed  or  in  writing,  it  is  always 
advisable  that  upon  entering  into  such  a  contract  the  parties 
should  have  a  written  agreement  as  to  the  conditions  of  the 
Partnership,  and  the  terms  upon  which  it  is  to  be  conducted. 
In  the  first  place  this  puts  on  record  the  intention  of  the  parties 
to  create  a  Partnership,  arid  prevents  a  merely  verbal  arrange- 
ment being  subsequently  repudiated  ;  and  in  the  second  place 
it  provides  for  such  modification  of  the  general  law  of  partner- 
ship affecting  the  relations  of  the  parties  inter  se,  as  the  parties 
may  wish  to  introduce  into  the  agreement. 

The  usual  provisions  affecting  questions  of  account  which 
should  be  contained  in  the  Partnership  Deed  are  as  follows : 

(1)  As  to  the  Capital  of  the  Firm  and  the  manner  in  which  it  is  to  be 
contributed  by  the  partners. 

(2)  As  to  the  division  of  profits  and  losses  between  the  partners. 

(3)  As  to  the  Capital  Accounts,  whether  they  are  to  be  fixed,  drawings 
and  profits  being  adjusted  in  separate  Current  Accounts,  or  whether  the 
drawings  and  profits  are  to  be  adjusted  on  the  Capital  Accounts. 

(4)  As  to  interest  on  capital  or  drawings,  and  the  rate  thereof,  and 
if  there  are  Current  Accounts,  whether  these  are  to  bear  interest,  and 
the  rate  thereof. 

(5)  As  to  drawings  in  advance  of  profits  by  the  partners. 

(6)  As  to  partners'  salaries  (if  any). 

(7)  As  to  the  preparation,  audit,  and  signing  by  the  partners  of  Annual 
Accounts. 

(8)  As  to  the  method  of  ascertaining  the  value  of  a  partner's  share 
in  the  event  of  his  death  or  retirement,  and  the  method  of  determining  the 
value  of  his  share  of  the  Goodwill. 

The  term  of  the  Partnership  should  be  clearly  indicated  in 
the  Deed.  Where  a  Partnership  is  entered  into  for  no  fixed 
term,  this  is  known  as  a  Partnership  at  Will ;  and  if  a  Partner- 
ship is  continued  after  the  period  for  which  it  was  originally 
entered  into  has  expired,  without  anj'  new  agreement  being  come 
to,  it  will  then  be  continued  as  a  Partnership  at  Will. 

A  Partnership  at  Will  can  be  determined  by  any  Partner 


166  PARTNERSHIP  ACCOUNTS 

giving  notice  of  his  intention  to  do  so  to  the  other  Partners  ; 
but  if  the  Partnership  was  originally  constituted  by  Deed,  such 
notice  must  be  given  in  writing. 

§  3.— Interest  on  Capital 

A  Sole  Trader  sometimes  charges  the  business  with  Interest 
on  the  Capital  which  he  employs  therein,  and  the  Partners  of  a 
Firm  usually  do  so.  The  main  object  of  doing  this,  in  the  case 
of  a  Partnership,  is  to  give  to  each  of  the  Partners  the  respective 
advantage  which  each  should  enjoy  in  proportion  to  the  amount 
of  Capital  that  he  has  in  the  business,  since  it  is  only  right 
that  the  Partner  with  the  larger  holding  of  Capital  should 
receive  some  consideration  therefor. 

Section  24  of  the  Partnership  Act,  1890,  provides,  in  the 
absence  of  an  Agreement  between  the  Partners,  that  no  Partner 
is  entitled  to  interest  on  the  Capital  subscribed  by  him  before 
the  ascertainment  of  profits  ;  but  where  a  Partner  advances 
money  beyond  his  agreed  Capital,  he  is  entitled,  in  the  absence 
of  an  Agreement,  to  5  per  cent,  thereon. 

In  the  case  of  a  Sole  Trader  charging  Interest  on  Capital,  he 
will  do  this  for  the  purpose  of  seeing  what  profit  he  makes  out 
of  the  business  after  charging  the  business,  for  the  use  of  the 
Capital,  such  sum  as  he  could  obtain  for  its  use  without  any 
personal  exertion.  This  information  is  also  useful  to  Partners, 
though  it  will  be  a  secondary  consideration  as  compared  with 
the  question  of  adjusting  their  rights  inter  se. 

The  entries  to  be  made  in  the  books  in  respect  of  Interest  on 
Capital  will  be  to  debit  Interest  on  Capital  Account,  and  to 
credit  the  Capital  Account  of  the  Proprietor,  or  in  the  case  of 
a  Partnership  the  Capital  or  Current  Accounts  of  the  Partners. 
The  calculation  is  usually  made  on  the  balance  of  Capital  at 
the  commencement  of  the  period,  allowance  being  made  for  any 
additions  or  withdrawals  of  Capital  during  the  period. 

For  interest  on  advances  distinct  from  Capital  the  agreed 
rate,  or  in  the  absence  of  Agreement  5  per  cent.,  will  be  calculated 
for  the  exact  period  during  which  the  business  has  had  the 
benefit  of  the  advance. 
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Interest  is  sometimes  charged  in  the  accounts  of  Partnerships 
on  Partners'  drawings,  in  which  case  the  Capital  Account  or 
Drawings  Account  of  the  Partner  concerned  will  be  debited, 
and  Interest  on  Drawings  Account  credited.  When  Interest 
is  charged,  it  will  be  calculated  at  an  agreed  rate  per  cent,  from 
the  date  of  each  drawing  to  the  date  when  the  accounts  are 
closed. 


§  4. — Partners*  Salaries 

Section  24  of  the  Partnership  Act,  1890,  provides  that  in  the 
absence  of  agreement,  no  Partner  shall  be  entitled  to  remunera- 
tion for  acting  in  a  Partnership  business.  The  effect  of  this 
is  that  a  Salary  can  only  be  paid  to  a  Partner  where  all  the 
Partners  agree  thereto. 

Where  Partners'  Salaries  are  provided  for  under  the  Partner- 
ship Deed,  or  by  mutual  arrangement,  the  amounts  so  payable 
are  charged  in  the  Profit  and  Loss  Account  as  an  expense, 
the  balance  of  profit  after  charging  these  items  being  then 
divided  in  the  proportion  in  which  the  partners  share  profits 
or  losses.  Partners'  Salaries  are  usually  found  under  one  or 
other  of  the  following  circumstances : 

(1)  Where  one  or  more  of  the  Partners  leave  the  entire  or 
larger  part  of  the  management  of  the  business  to  the  remaining 
Partner  or  Partners. 

(2)  In  the  case  of  Junior  Partners,  it  is  sometimes  arranged 
that  their  share  shall  take  the  form  of  a  Salary  and  a  small 
percentage  of  the  profits  after  charging  such  Salary. 

Where  such  Salaries  are  payable,  it  is  usual  to  pay  them 
monthly  in  cash,  the  amounts  paid  being  debited  to  Partners' 
Salary  Account,  and  not  to  the  Drawing  or  Current  Account  of 
the  individual  Partner  concerned.  Where,  however,  the  Salary 
is  not  paid  in  cash,  but  is  treated  in  account  at  the  end  of  the 
balancing  period,  the  method  will  be  to  debit  Partners'  Salaries 
Account,  and  credit  the  individual  Partner's  Drawings  or  Current 
Account,  as  the  case  may  be. 
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§  5. — Division  of  Profits 

Section  24  of  the  Partnership  Act,  1890,  provides  that,  in 
the  absence  of  agreement,  Partners  are  entitled  to  share  equally 
in  the  profits  of  the  business  and  must  contribute  equally  to  the 
losses,  whether  on  Capital  or  otherwise,  sustained  by  the  Firm. 
Partners  often  agree  to  share  the  profits  and  losses  in  some  other 
proportions,  and  where  this  is  so  the  net  profit,  when  ascertained, 
is  divided  up  and  carried  to  their  respective  accounts  in  the 
agreed  ratios. 

§6. — Partners'  Capital  and  Current  Accounts 

It  is  generally  found  in  practice  that  the  Partners'  Capitals 
vary,  and  as  also  the  profits  are  taken  in  unequal  proportions 
it  is  necessary  to  have  separate  accounts  for  each  Partner,  so  as 
to  properly  record  the  Capital  introduced,  advances  made  in 
excess  of  Capital,  profits  credited,  Interest  on  Capital  credited, 
and  drawings,  in  respect  of  each  Partner. 

Frequently  the  Capital  Accounts  are  fixed,  that  is  to  say, 
the  sum  introduced  by  way  of  Capital  is  credited  to  the  Capital 
Accounts  of  the  Partners  concerned,  which  is  not  then  affected 
by  any  transactions  except  those  involving  an  actual  intro- 
duction or  withdrawal  of  Capital.  Current  Accounts  are  then 
kept  for  each  Partner,  to  which  his  Drawings  are  debited,  his 
share  of  profits  and  Interest  on  Capital  being  credited.  The 
balance  is  carried  down,  subject  to  any  adjustment  of  the  Capital 
Accounts  mutually  agreed  upon. 

The  alternative  method,  where  the  Capital  Accounts  are  not 
fixed,  is  for  a  separate  Drawings  Account  to  be  opened  for  each 
Partner,  to  which  is  debited  his  Drawings.  When  the  final 
accounts  are  prepared,  the  balance  of  this  account  will  be 
transferred  to  the  debit  of  that  Partner's  Capital  Account, 
which  will  be  credited  with  his  share  of  the  profits,  Interest  on 
Capital,  &c,  the  final  balance  being  brought  down.  The 
effect  of  this  arrangement  is  to  cause  the  Capital  Account  to 
be  increased  by  the  excess  of  profits  and  interest  over  drawings 
on  the  one  hand,  or  decreased  by  the  excess  of  drawings  over 
profits  and  interest  on  the  other, 
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§  7. — Limited  Partnerships 

In  the  case  of  a  Limited  Partnership  under  the  Limited 
Partnerships  Act,  1907,  there  must  be  at  least  one  or  more  General 
Partners  and  one  or  more  Limited  Partners.  The  General 
Partners  are  liable  for  all  the  debts  and  obligations  of  the  Firm, 
but  the  Limited  Partners  are  only  liable  to  the  extent  of  the 
sum  contributed  or  agreed  to  be  contributed  as  capital  or 
property  at  the  time  of  entering  the  Partnership. 

During  the  continuance  of  the  Partnership,  however,  the 
Limited  Partner  must  not,  either  directly  or  indirectly,  draw 
out  or  receive  back  any  part  of  his  contribution  ;  if  he  does 
so  he  becomes  liable  for  the  debts  and  obligations  of  the  Firm 
to  the  extent  of  the  amount  withdrawn.  Also,  if  he  takes  part 
in  the  management  of  the  Partnership  business,  he  becomes 
liable  for  all  debts  and  obligations  of  the  Firm  incurred  while 
lie  was  taking  part  in  the  management  to  the  same  extent  as 
if  he  were  a  General  Partner. 

A  Limited  Partnership  must  be  registered,  and  if  this  is  not 
done  the  Limited  Partner  is  liable  as  a  General  Partner.  He 
should  therefore  take  care  to  see  that  registration  has  been 
duly  effected. 

The  registration  must  contain  particulars  of  the  Firm  name, 
the  general  nature  of  the  business,  the  principal  place  of  busi- 
ness, the  names  of  the  Partners,  the  term  of  the  Partnership, 
and  the  contribution  of  each  Limited  Partner.  The  statement 
must  show  whether  such  contribution  is  paid  in  cash  or 
otherwise. 

If  any  change  is  made  in  the  constitution  of  a  Limited  Partner- 
ship during  the  continuance  thereof,  this  must  also  be  regis- 
tered. 


§  8.— Goodwill 

Goodwill  is  the  value  attaching  to  the  reputation  of  a  busi- 
ness, and  to  the  probability  that  custom  will  continue  to  be 
attracted  to  it  in  the  future  as  in  the  past.  It  may  be  of  three 
kinds,  or  a  combination  of  them. 
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(i)  Arising  from  the  reputation  of  goods  sold,  apart  from  the 
personality  of  the  owners. 

(2)  Arising  from  the  possession  of  local  or  partial  monopoly. 

(3)  Arising  from  the  personal  reputation  of  the  owners,  and 
the  continuance  of  their  name. 

The  value  of  it  is  usually  based  on  so  many  years'  purchase 
of  the  net  profits,  from  two  to  five  ;  but  in  the  case  of  some 
businesses,  such  as  retail  shops,  it  is  based  on  the  turnover. 

Goodwill  is  usually  raised  in  Partnership  books  when  a  further 
Partner  is  taken  into  the  business,  or  when  a  Partner  goes  out 
of  the  business.  In  the  first  case  the  Partners  must  either 
be  paid  for  the  share  of  Goodwill  which  is  acquired,  or  must 
credit  their  accounts  with  the  whole  value  of  the  Goodwill. 
In  the  latter  case  the  Partner  going  out  will  require  payment 
for  his  share  of  the  Goodwill,  and  in  order  that  it  may  be  credited 
to  his  account,  it  will  be  necessary  to  raise  a  corresponding  asset 
in  the  books.  The  following  are  the  methods  of  treating  Good- 
will on  the  occasion  of  a  Partner  being  taken  into  the  business  : 

(1)  An  amount  is  raised  in  the  old  Firm's  books  to  represent 
Goodwill,  being  credited  to  the  old  Partners'  Capital  Accounts 
in  proportion  as  they  share  profits  or  losses,  and  debited  to  a 
Goodwill  Account.  The  new  Partner  then  may,  or  may  not, 
bring  in  Capital,  according  to  the  agreement.  In  any  event, 
whatever  he  does  bring  in  will  go  to  the  credit  of  his  Capital 
Account.  The  effect  of  this  method  is  to  increase  the  old 
Partners'  Capital  Accounts,  thus  giving  them  an  advantage  over 
the  incoming  Partner  in  respect  of  Capital  and  Interest  thereon . 

(2)  An  amount  is  fixed  representing  the  proportion  of  Good- 
will which  the  incoming  Partner  is  about  to  purchase,  and 
which  he  has  to  contribute  in  cash,  in  addition  to  any  Capital 
which  he  may  be  required  to  bring  in,  the  cash  so  brought  in 
remaining  in  the  business  to  form  additional  Working  Capital. 
In  such  a  case  the  cash  representing  goodwill  will  be  debited  to 
cash,  and  the  old  Partners'  Capital  Accounts  credited  in  the  pro- 
portion in  which  they  share  profits  or  losses,  the  cash  brought 
in  as  Capital  by  the  new  Partner  being  credited  to  his  Capital 
Account.  It  will  be  noted  that  under  this  method  no  Asset  Account 


GOODWILL 


ryi 


representing  Goodwill  will  appear  in  the  new  Partnership  books, 
the  amount  paid  by  the  incoming  Partner  merely  representing 
premium  paid  by  him  to  the  old  Partners  for  the  privilege  of 
being  admitted  into  the  Firm. 

(3)  The  third  method  is  similar  to  the  second,  with  the  excep- 
tion that  the  money  paid  by  the  incoming  Partner  for  Goodwill 
is  not  left  in  the  business  as  Working  Capital,  but  is  paid  to  the 
old  Partners  personally  in  proportion  as  they  share  profits  and 
losses.  In  this  case  there  will  be  no  entries  in  the  books,  unless, 
as  frequently  happens,  the  amount  is  first  paid  into  the  Firm's 
account  and  then  withdrawn,  in  order  to  keep  some  record 
of  the  transaction.  Naturally  this  method  is  the  least  advan- 
tageous of  all  to  the  incoming  Partner,  as  the  money  which 
he  furnishes  for  Goodwill  is  not  utilized  for  the  general  benefit 
of  .the  business. 

ILLUSTRATION 

The  position  of  Jones  &  Brown,  who  shared  profits  and  losses,  three- 
fourths  and  one-fourth  respectively,  on  30th  June,  1914,  was  as  follows  : 


Dr. 

Balan 

ce  Sheet,  30TH  June,  i 

914 

Cr. 

To  Capital — 

Jones   . 

Brown  . 

,,  Creditor  . 

£     s.  d. 

6,000  0  0 
2.000  0  0 
1,000  0  0 

By  Land  and  Buildings 
,,    Plant  and  Machinery 

Stock  . 
,,     Sundry  Debtors 

Less    Reserve    for 
Bad  Debts 

,,   Cash  at  Bank  . 

£    s.  d. 

4,200  0  0 
210  0  0 

£  s.d. 
1,500  0  0 

800  0  0 
2,340  0  0 

3,990  0  0 

370  0  0 

9,000  0  0 

9,000  0  0 

It  was  agreed  to  take  White  into  Partnership  on  condition  that  he 
paid  a  sum  of  ^1,000  for  Goodwill  (to  be  left  in  the  business)  and  brought 
in  ^2,000  as  Capital.  Jones  and  Brown  agreeing  to  depreciate  the  land 
and  buildings  by  1  %  and  the  plant  and  machinery  by  5%,  prior  to  White's 
coming  in. 

Make  the  necessary  adjustments  by  Journal  entry,  and  show  the  Balance 
Sheet  of  the  new  Partnership. 

White's  share  of  the  profits  or  losses  was  three-sixteenths,  Jones  and 
Brown  continuing  to  share  inter  se  as  before. 

Show  in  what  proportions  the  profits  will  in  future  be  divided. 


Vf2 


PARTNERSHIP   ACCOUNTS 


Messrs.  Jones  &  Brown 
Journal 


1914 

June  3c 

Cash                                                   Dr. 
To  Sundries — 

Jones,  Capital  Account 
Brown,  Capital  Account 

Being  amount  paid  by  White  for  share 
of  Goodwill,  agreed  to  be  left  in  the 
business. 

1,000    0    0 

i      s.  d. 

750    0     0 
250     0     0 

1,000    0    0 

1 ,000    0     0 

Cash                                                  Dr. 

To  White,  Capital  Account     . 
Being    amount  of  Capital   introduced 

by  White  as  per  agreement. 

2,000    0    0 

2 ,000    0    0 

Sundries                                             Dr. 

To  Sundries — 
Jones,  Capital  Account 
Brown,  Capital  Account    . 

Land  and  Buildings 

Plant  and  Machinery- 
Being     depreciation      of     Land     and 

Buildings   by  1%,  and    Plant  and 

Machinery  by  5%  as  per  agreement. 

41     5    0 
13  15    0 

15     0     0 
40     0     0 

55    0    0 

55     0     0 

Dr. 


Messrs.  Jones,  Brown  &  White 
Balance  Sheet  at  30TH  June,  191 4 


Or. 


To  Sundry  Creditors 
,,  Capitals — 

Jones  ^6,708  15  o 
Brown  2,236  50 
White     2,000     o  o 


£      s.  d. 
1,000  o  o 


10,945  o  o 


11,945  o  o 


J  By  Land  and  Building? 
,,  Plant  &  Machinery 
,,  Stock  .  .  .  I 

,,  Sundry 

Debtors  £4,200  o  o 
Less  Re- 
serve for 
Bad  Debts    210  o  o 


,,  Cash  at  Bank 


£     s.d- 

1,485  o  o 

760  o  o 

2,340  o  o 


3,990  o  o 
3,370  o  o 


1,945  o  9 
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The  profits  will  be  shared  in  the  following  proportions  : 

,  8  v   is  _   39 

Jones t  x  Ttf  ~  HT 

d,  1  v  13  —  LI 

Brown  .           .           .           .           •           •           ■     T  *  IT  ~~  IT* 

White     .  .  .  .  .  .  •   f^T  =  FT 

§  g — Dissolution  of  Partnerships 

When  a  Partnership  Agreement  is  brought  to  an  end,  either  by 
effluxion  of  time,  death,  bankruptcy,  or  mutual  agreement,  it  is 
necessary  to  settle  accounts  between  the  Partners  in  order  to 
adjust  their  rights  and  interests.  In  the  absence  of  agreement 
the  rules  as  to  the  settlement  of  accounts  in  such  a  case  are  laid 
down  in  §  44  of  the  Partnership  Act,  1890,  as  follows  : 

(a)  Losses,  including  losses  and  deficiencies  of  capital,  shall  be  paid 
first  out  of  profits,  next  out  of  capital,  and  lastly,  if  necessary,  by  the 
partners  individually,  in  the  proportion  in  which  they  were  entitled  to 
share  profits. 

(b)  The  assets  of  the  firm,  including  the  suras  (if  any)  contributed  by 
the  partners  to  make  up  losses  or  deficiencies  of  capital,  shall  be  applied 
in  the  following  manner  and  order  : 

(1)  In  paying  the  debts  and  liabilities  of  the  firm  to  persons  who 
are  not  partners  therein  ; 

(2)  In  paying  to  each  partner  rateably  what  is  due  from  the  firm 
to  him  for  advances  as  distinguished  from  capital ; 

(3)  In  paying  to  each  partner  rateably  what  is  due  from  the  firm 
to  him  in  respect  of  capital ; 

(4)  The  ultimate  residue  (if  any)  shall  be  divided  among  the  partners 
in  the  proportion  in  which  profits  are  divisible. 

Iii  order  to  give  effect  to  the  foregoing,  it  is  usual  to  open 
a  '  Realization  of  Assets  '  Account,  debiting  such  account  with 
the  book  value  of  the  assets,  and  closing  off  the  Asset  Accounts. 
The  Realization  Account  will  also  be  debited  with  any  expenses 
of  realization,  the  corresponding  entry  being  made  in  the  Cash 
Book. 

Cash  must  be  debited  and  Realization  Account  credited  with 
the  amount  realized  on  the  sale  of  the  assets,  and  the  difference 
between  the  two  sides  of  the  Realization  Account  will  then 
represent  the  profit  or  loss  on  Realization  and  will  be  divided 
between  the  partners  as  they  share  profits  and  losses.  In  the 
case  of  a  loss  the  Partners'  Capital  Accounts  will  be  debited  and 
the  Realization  Account  credited,  the  procedure  being  the  con- 
verse in  the  case  of  a  profit. 
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The  Liabilities  should  then  be  paid  off,  the  Creditors'  Accounts 
being  debited  and  Cash  being  credited.  After  this  the  Partners' 
Advances  (if  any)  should  be  paid,  first  setting  off  any  debit 
balance  on  the  Capital  Account  of  the  Partner  against  his  Advance 
Account. 

The  balance  of  the  Cash  Book  will  then  be  found  to  exactly 
equal  the  balances  on  the  various  Capital  Accounts,  provided 
they  are  in  credit,  and  the  books  can  be  closed  by  debiting  the 
Partners'  Capital  Accounts  with  the  amounts  as  shown  by  the 
balances  of  those  accounts  to  be  due  to  the  respective  Partners 
and  crediting  Cash. 

If  any  Assets  are  taken  over  at  a  valuation  by  individual 
Partners,  the  account  of  the  Partner  concerned  should  be  debited 
and  Realization  Account  credited  with  the  agreed  price. 


ILLUSTRATION 

Brown  &  Wiley  are  in  Partnership,  sharing  Profits  and  Losses  in  the 
proportion  of  two-thirds  and  one-third  respectively.  They  agree  to  dissolve 
the  partnership  on  31st  December,  1914,  when  their  Balance  Sheet  is  as 
follows  : 


Dr. 


Balance  Sheet,  31ST  December,  1914 


Cr. 


£        s.    d. 

i  '      s.  d. 

To  Creditors  . 

1,400    0    0 

By  Premises 

1,000    0    0 

,,  Brown,  Advance 

1,000    0    0 

,,    Plant  and  Machinery 

850    0    0 

,,  Capital  A/cs  : 

„    Stock      . 

2,000    0    0 

Brown  . 

2,000    0    0 

„    Debtors  . 

1,250    0    0 

Wiley    . 

1,500    0    0 

„    Cash 

800    0    0 

5,900    0    0 

5,900    0    0 

The  Assets  realized  the  following  amounts : 


Premises    . 

Plant  and  Machinery  . 

Stock 


£  s.  d. 

940  o  o 

600  o  o 

1,425  o  o 


^143  2s.  yd.  was  allowed  off  the  Debtors  as  discounts,  and  £79  is.  3d. 
was  irrecoverable.    The  Costs  of  Dissolution  amounted  to  £51  2s.  2d. 

Close  the  books,  showing  the  payment  to  each  Partner  of  the  amount 
due  to  him. 
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Dr. 

Realization  Account 

Cr. 

To  Sundries . 
,,  Costs 

£      s.  d. 

5, 100  0  0 

51    2   2 

By  Cash    . 

,,    Loss  : 

Brown  ^772  4  0 
Wiley     386  2  0 

£      s.d. 
3,992  16  2 

1,158     6  0 

5.I5I    2   2 

5,151     2  2 

Dr. 

Cash  Account 

Cr. 

To  Balance  . 
,,  Realization  Account. 
Premises  £940     00 
Plant          600     0  0 
Stock   .  1,425     0  0 
Debtors  1,027  J6  2 

£      s.d. 
800    0  0 

3,992  16  2 

By  Costs  . 
,,    Creditors 
,,    Brown,  Advance  . 
',,    Brown,  Capital 
u    Wiley  , 

£      s.d. 

51  2  2 
1,400  0  0 
1,000  0  0 
1,227  IO  ° 
1,113  l8  ° 

4,792  16  2 

4,792  16  2 

Dr. 


Sundry  Creditors 


Cr. 


To  Cash 


£    s.d. 
1,400  o  o 


By  Balance 


£     s.  d. 
1,400   o   o 


Dr. 

Brown,  Advance 

Cr. 

To  Cash 

£       s.  d.\ 
i.ooo  0  0 

By  Balance 

£     s.d. 
1,000   0   0 

1 

Dr. 

Brown,  Capital 

Cr. 

To  Loss 
„  Cash 

£    s.  d. 

772    4  0 

1,227  l6  ° 

By  Balance 

£     s.  d. 

2,000   0    0 

2,000   0  0 

2,000   0    0 
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Wiley,  Capital 


Cr. 


To  Loss 
,,  Cash 


i 

386 

1.1x3 

s. 

2 

iS 

d. 
0 
0 

1,500 

0 

0 

By  Balance 


i     s.  d. 
1,500   o  o 


1,500  o   o 


§  10. — Illustration 

For  the  purposes  of  examinations  a  list  of  balances  is  some- 
times given  without  distinguishing  between  debits  and  credits. 
It  is  therefore  essential  for  examination  candidates  to  be  able 
to  readily  distinguish  between  debit  and  credit  balances.  It 
will  be  remembered  that  Assets,  Expenses,  or  Losses  are  repre- 
sented by  debit  balances,  and  Liabilities,  Profits,  or  Income  are 
represented  by  credit  balances,  so  that  as  a  rule  there  should 
be  little  difficulty  in  making  up  accounts  from  a  list  of  balances 
given  in  such  a  form.  In  case  of  difficulty  it  should  always  be 
possible  to  take  out  the  debits  and  credits  separately,  so  as  to 
determine  the  position  of  any  doubtful  item. 

The  following  are  the  balances  on  the  books  of  Messrs. 
Matthews  &  Mason,  at  31st  December,  1914 

T.  Matthews,  Capital     . 

H.  Mason,  Capital 

Machinery  and  Plant 

Purchases    . 

Advertising 

Salaries 

Trade  Expenses   . 

Wages 

Stock,  1st  January,  191 4 

Sales  .... 

Discounts    . 

T.  Matthews'  Current  A/c,  1st  January, 

H.  Mason  ,,         ,, 

T.  Matthews,  Drawings 

H.Mason 

Rent,  Rates,  and  Taxes 

H.  Mason,  Salary 

Carriage  and  Freight 

Sundry  Debtors    . 

Sundry  Creditors 

Patents 

Cash 

Bad  Debts  . 
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£ 

1. 

d. 

8,000 

0 

0 

4,000 

0 

0 

5,120 

0 

0 

8,261 

4 

I 

670 

I 

4 

1,025 

I 

0 

970 

O 

O 

4,060 

I 

9 

3.861 

14 

6 

21,406 

3 

9 

140 

1 

9 

1.546 

1 

9 

940 

I 

II 

600 

0 

O 

100 

0 

O 

285 

0 

0 

200 

0 

0 

750 

0 

0 

6,387 

9 

2 

2,431 

9 

3 

2,500 

0 

0 

3,320 

I 

1 

73 

I 

0 

ILLUSTRATION 
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The  profits  and  losses  are  divided  three-fourths  to  T.  Matthews, 
one-fourth  to  H.  Mason.  Allow  5%  Interest  on  Capital.  No 
Interest  to  be  charged  on  drawings  or  allowed  on  Current 
Accounts.  Stock  at  31st  December,  1914,  was  valued  at 
£3,966  12s.  yd.,  and  Patents  at  £2,100.  Depreciate  Machinery 
at  10%  per  annum,  and  provide  a  Reserve  of  2j%  on  Debtors. 

Prepare  Trading  and  Profit  and  Loss  Account,  and  Balance 
Sheet,  and  write  up  the  Partners'  Accounts. 


Dr. 


Trading  and  Profit  and  Loss  Account 
For  the  Year  ended  31ST  December   1914 


Cr. 


To  Stock,  1st  Jan.,  1914 
„  Purchases 

,,  Wages      .... 
,,  Balance,  being  Gross  Profit . 


To  Advertising 
„  Salaries    . 
,,  Trade  Expenses 
,,  Discounts 

,,  Rent,  Rates,  and  Taxes 
,,  Carriage  and  Freight 
,,  Partner's  Salary 
,,  Bad  Debts 
,,  Interest  on  Capital 


T.  Matthews 
H.  Mason 

Depreciation  : 
Patents 
Machinery 


£400  o 
200  o 


^400  o  o 
512  o  o 


Balance,  being  Net  Profit 


To  Current  Accounts : 

T.  Matthews  ^2,553  12  1 
H.  Mason  851    4  1 


12 


£  *■  d. 
3,861  14  6 
8,261  4  1 
4,060  1  9 
9,189  16    o 


670 
,025 
970 
140 

285 

750 
200 
232 


25,372  16    4 


600    o   o 


912    o 

3,404  16 


9,189  16    o 


3,404   16     2 
3,404    16     2 


By  Sales 
,,    Stock,  31st 
Dec,  1914  . 


By  Gross  Profit 


£      s.d. 
21,406    3  9 

3,966  12  7 


25,372  16  4 


9,189  16  o 


By  Net  Profit 


9,189  16  o 


3,404  16  2 


3,404  16  2 
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Dr. 


T.  Matthews,  Current  Account 


Cr. 


1914 

Dec.  31 

To  Drawings     . 
,,    Balance 

£      s.    d. 

600     0     0 

3,899  13  10 

1914 
Jan.    1 
Dec.  31 

1915 
Jan.   1 

By  Balance 
,,    Interest 
„    Profit     . 

By  Balance 

£     *    d. 

i,546     1     9 

400     0     0 

2,553  12     1 

4,499  13  10 

4,499  13   10 

3,899  13  10 

Dr. 

H. 

Mason,  Current  Account 

Cr. 

1914 
Dec.  31 

■ 
To  Drawings     . 
,,    Balance 

£       s.  d. 

100    0    0 

1,891     6     0 

1914 
Jan.   1 
Dec.  31 

1915 
Jan.   1 

By  Balance 
„    Interest 
„    Profit    . 

By  Balance 

£     s.   d. 
940    1  11 
200    0    0 
851    4    1 

1,991     6     0 

1,991     6     0 

1,891     6     0 

Balance  Sheet 


Dr. 

31s/  December,  1914 

Cr. 

To  Sundry  Creditors  . 
,,  Capital  Accounts — 
T.  Matthews       . 
H.  Mason 
,,  Current  Accounts — 
T.  Matthews       . 
H.  Mason    . 

£     s.    d. 

2,431    9    3 

8,000   0   0 
4,000   0    0 

3,8991310 
1,891    6    0 

By  Machinery 

&  Plant  £5, 120    0  0 
Less  Depn.     512    0  0 

£     s.  d. 

4,608  0  0 

2,100  0  0 
3,96612  7 

6,22715  5 
3,320  1  1 

,,  Patents     2,500   0  0 
Less  Depn.     400   0  0 

„  Stock     . 
,,  Sundry 

Debtors  ^6,387    9  2 
Less  Reserve  159  13  9 

„  Cash 

20,222    9    1 

20,222  9  1 
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CHAPTER  XI 
LIMITED   COMPANIES 

§  i. — The  Characteristics  of  a  Limited  Company 

A  Limited  Company  is  an  association  of  persons  registered 
under  the  Companies  (Consolidation)  Act,  1908.  The  Company 
itself  possesses  an  entity  apart  from  the  members,  and  gives 
effect  to  its  decisions  by  means  of  a  common  seal,  which  is 
affixed  to  documents  by  its  agents. 

The  Members  of  a  Limited  Company  are  those  persons  to 
whom  shares  have  been  allotted  or  transferred.  The  shares  are 
of  a  pecuniary  nominal  value,  and  any  person  to  whom  shares 
are  allotted  is  liable  for  the  full  nominal  amount  of  such  shares, 
but  for  nothing  further.  If  a  person  takes  shares  by  transfer 
from  a  previous  holder,  he  is  liable  for  the  amount  of  the  nominal 
value  unpaid  at  the  time.  The  result  of  this  is  that  once  a  share 
is  fully  paid  (e.g.  the  Company  has  received  £1  in  cash  in  respect 
of  a  £1  share)  the  holder  is  not  liable  for  any  further  amount 
even  if  the  Company  is  unable  to  pay  its  debts  ;  except  in  the 
case  of  Directors  whose  liability  has  legally  been  made  un- 
limited, or  where  the  number  of  members  has  sunk  below  the 
legal  minimum  number  to  the  knowledge  of  existing  members 
for  a  period  exceeding  six  months. 

A  Shareholder  may,  with  the  consent  of  the  Directors,  transfer 
his  interest  to  another  person,  and  the  Company  will,  under 
such  circumstances,  register  the  transferee  as  the  holder  of 
the  shares  in  place  of  the  transferor.  The  retirement  or  death 
of  a  member,  therefore,  makes  no  difference  to  the  carrying 
on  of  the  business  of  the  Company,  the  only  consequence  being 
that  some  other  person  will  have  to  be  registered  as  the  holder 
of  his  shares. 
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The  control  of  the  business  of  a  Company  is  vested  in  one 
or  more  persons,  generally  Shareholders,  who  are  called  Direc- 
tors ;  and  the  execution  of  the  Directors'  resolutions,  and  the 
general  administration,  is  carried  out  by  officers  of  the  Com- 
pany, such  as  a  Managing  Director,  Manager,  Secretary,  &c. 
The  Directors  are  trustees  of  the  Company's  money  and  property 
and  agents  in  the  transactions  which  are  entered  into  on  behalf 
of  the  Company. 

There  must  be  at  least  seven  members  to  a  Limited  Company, 
other  than  a  Private  Company. 

A  Private  Limited  Company  is  one  which  by  its  Articles — 

(a)  Restricts  the  right  to  transfer  its  shares  ;   and 

(b)  Limits  the  number  of  its  members  (exclusive  of  persons 
who  are  or  who  have  been  in  the  employment  of  the  Company) 
to  50 ;  and 

(c)  Prohibits  any  invitation  to  the  public  to  subscribe  for 
any  shares  or  debentures  of  the  Company. 

A  Private  Company  can  be  formed  with  a  minimum  of  two 
members. 


§  2. — The  Memorandum  and  Articles 

A  Company  is  governed  in  its  relations  with  the  outside 
world  by  its  Memorandum  of  Association  ;  and  in  its  relations 
with  its  members  as  a  body,  by  its  Articles  of  Association. 
These  two  documents  constitute  the  Regulations  of  the  Com- 
pany, the  Memorandum  denning  its  powers,  and  the  Articles 
showing  how  they  are  to  be  exercised. 

The  Memorandum  of  a  Limited  Company,  i.e.  one  in  which 
the  liability  of  the  members  composing  it  is  limited  to  the 
nominal  value  of  the  shares  held  by  them  individually,  consists 
of  the  following  clauses  : 

(1)  Name  of  the  Company. 

(2)  Domicile  of  the  Company. 

(3)  Objects  of  the  Company. 

(4)  Declaration  of  Limited  Liability. 

(5)  Capital,  and  Shares  into  which  it  is  divided. 
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The  Objects  Clause  is  a  very  important  clause,  and  is  gener- 
ally framed  so  as  to  take  the  widest  possible  powers  that  the 
Company  is  likely  to  require ;  and  this  is  necessary,  because  it 
would  be  beyond  the  powers  of  the  Company  to  do  any  act 
which  the  Memorandum  did  not  sanction. 

The  Articles  consist  of  such  clauses  as  may  be  determined 
by  the  Promoters  on  registration  of  the  Company  j  or  the 
members  of  the  Company  may  alter  them  by  Special  Resolution. 
Unless  Table  A  is  barred,  it  will  apply  to  any  Company  whose 
Articles  do  not  make  provision  for  any  matter  dealt  with  by 
that  Table.  Where  no  Articles  are  filed,  Table  A  applies  alto- 
gether. 

Table  A  is  the  first  Schedule  to  the  Companies  (Consolidation) 
Act,  1908.  Certain  Companies  are  still  governed  by  the  original 
Table,  which  was  the  first  Schedule  to  the  Companies  Act,  1862 
(now  repealed,  and  re-enacted  in  the  first-mentioned  Act) ; 
but  such  Companies  may  by  Special  Resolution  adopt  the  new 
Table  at  any  time. 

The  principal  clauses  which  will  generally  be  found  in  the 
Articles  of  Association  of  a  Company  are  as  follows  : 

(1)  A  declaration  as  to  how  far  the  provisions  of  Table  A  apply. 

(2)  Regulations  as  to  the  issue  of  capital,  minimum  subscription,  pay- 
ment of  underwriting  commission,  &c. 

(3)  The  making  of  calls. 

(4)  Holding,  transferring,  and  transmission  of  shares. 

(5)  Forfeiture  of  shares. 

(6)  Procedure  at  meetings. 

(7)  Voting  power  of  members. 

(8)  Directors'  appointment,  remuneration,  qualification,  and  removal. 

(9)  Accounts  and  audit. 

(10)  Dividends,  reserves,  notices  to  shareholders. 


In  order  to  form  a  Company  limited  by  shares,  it  is  necessary 
that  the  Memorandum  of  Association  and  the  Articles  of  Associa- 
tion should  be  subscribed  by  at  least  seven  persons,  or  in  the 
case  of  a  Private  Company  at  least  two  persons.  The  Memo- 
randum must  be  stamped  as  a  Deed,  and  with  a  fee  stamp, 
varying  with  the  amount  of  the  nominal  capital.  The  Memoran- 
dum and  Articles, and  a  statement  of  the  nominal  capital,stamped 
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at  the  rate  of  5s.  per  cent,  thereon,  must,  if  the  domicile  of  the 
Company  is  in  England,  be  lodged  with  the  Registrar  of  Com- 
panies at  Somerset  House  ;  and  there  must  also  be  filed  with 
these  documents  a  declaration  signed  by  a  solicitor,  or  by  a 
person  named  in  the  Articles  as  Director  or  Secretary,  or  if 
there  is  no  solicitor  one  of  the  subscribers  to  the  Memorandum, 
to  the  effect  that  all  the  statutory  requirements  of  the  Com- 
panies (Consolidation)  Act,  1908,  have  been  complied  with. 
If  these  documents  are  in  order,  the  Registrar  will  issue  a  certi- 
ficate of  incorporation,  which  is  conclusive  evidence  that  all 
the  statutory  requirements  have  been  complied  with,  and  that 
the  Association  is  a  Company  authorized  to  be  registered,  and 
duly  registered  under  the  Companies  (Consolidation)  Act,  1908. 
Companies  other  than  Private  Companies  cannot  commence 
business  until  they  receive  a  certificate  from  the  Registrar  of 
Companies  authorizing  them  to  do  so  after  the  statutory  con- 
ditions as  to  allotment  of  shares  have  been  complied  with. 

§  3. — The  Books  of  a  Company 

A  Limited  Company  is  bound  by  law  to  keep  the  following 
books  : 

(a)  The  Register  of  Members. 

In  this  book  must  be  entered  the  names,  addresses,  and  occu- 
pations of  the  members,  with  a  statement  of  the  number  of 
shares  held  by  each  member,  distinguishing  each  share  by  its 
number,  and  showing  the  amount  paid  or  agreed  to.  be  paid  on 
the  shares  of  each  member.  The  Register  must  also  show  the 
date  each  person  commenced  to  be  a  member,  and  the  date 
when  any  person  ceased  to  be  a  member.  The  Annual  Summary 
Book  referred  to  below  is  contained  in  a  separate  part  of  this 
Register. 

(b)  The  Annual  Summary  Book. 

This  book  contains  the  information  required  to  be  returned 
to  the  Registrar  of  Joint  Stock  Companies,  which  has  to  be 
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made  up  to  a  date  fourteen  days  after  the  annual  general  meeting 
each  year,  showing  who  are  the  members  of  the  Company  at 
the  date  of  the  return,  and  showing  what  persons  have  ceased 
to  be  members  since  the  last  return.  Full  information  is  also 
required  to  be  given  as  to  the  share  capital  of  the  Company, 
the  debentures  issued,  and  mortgages  existing ;  and,  except  in 
the  case  of  Private  Companies,  a  statement  in  the  form  of  a 
Balance  Sheet,  showing  amongst  other  things  how  the  values  of 
the  fixed  assets  are  arrived  at,  must  be  included.  The  sum- 
mary must  be  sent  to  the  Registrar  within  seven  days  of  the 
fourteenth  day  above-mentioned,  and  must  be  signed  by  the 
Manager  or  Secretary. 

(c)  The  Register  of  Mortgages. 

In  this  Register  must  be  entered  all  Mortgages  and  Charges 
specifically  affecting  the  property  of  the  Company,  giving  in 
each  case  a  short  description  of  the  property  mortgaged  or 
charged,  and  (except  in  the  case  of  securities  to  bearer)  the  name 
of  the  mortgagee  or  person  entitled  thereto.  This  Register  is 
open  to  inspection  by  any  creditor  or  member  of  the  Company 
at  all  reasonable  times,  free  of  charge,  and  to  other  persons  upon 
payment  of  a  fee  not  exceeding  one  shilling. 

(d)  The  Register  of  Directors. 

This  Register  contains  particulars  of  the  names,  addresses, 
and  occupations  of  Directors  or  Managers  of  the  Company,  and 
a  copy  thereof  must  be  sent  to  the  Registrar  of  Joint  Stock 
Companies,  *to  whom  also  any  change  must  be  notified. 

(e)  The  Minute  Books. 

These  books  are  utilized  to  record  the  proceedings  at  general 
meetings  of  the  Company,  or  meetings  of  the  Directors  or 
Managers.  The  usual  plan  is  for  the  Secretary  of  the  Company 
to  report  what  takes  place,  recording  all  resolutions  put  to  the 
meeting,  and  the  manner  in  which  the  votes  thereon  result. 
Subsequent  to  the  meeting  concerned  he  will  enter  the  record 
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of  these  proceedings  up  in  the  Minute  Book,  and  the  record 
will  be  read  over  at  the  next  meeting  and  signed  by  the  Chair- 
man of  that  meeting.  The  Minutes  may,  however,  be  signed 
at  the  actual  meeting,  and  in  either  case,  when  the  signature  is 
appended  by  the  Chairman,  the  Minutes  may  be  taken  as  evidence 
in  legal  proceedings. 


(/)  Other  Books. 

In  addition  the  Company  will  require  : 

(1)  The  ordinary  books  of  account,  i.e.  Ledgers,  Cash  Books, 
Day  Books,  Bill  Books,  &c. 

(2)  The  Application  and  Allotment  Book,  the  use  of  which 
will  be  explained  later. 

(3)  The  Share  Ledger,  which  is  generally  so  ruled  as  to  serve 
the  purpose  of  the  Register  of  Members. 

(4)  A  Transfer  Register,  for  the  purpose  of  recording  the 
transfers  before  they  are  entered  into  the  Share  Ledger. 

The  following  illustration  shows  forms  of  Application  and 
Allotment  Book,  Share  Ledger,  and  Transfer  Register  respec- 
tively. 

ILLUSTRATION 

The  Andersen  Manufacturing  Company,  Limited,  with  an  authorized 
Capital  of  £50,000  in  Ordinary  Shares  of  £1  each,  having  issued  a  Pro- 
spectus, received  the  following  applications,  amongst  others,  on  the  1st  July, 
1914: 

H.  Wilson,  Park  Manor,  Littleton,  Gentleman — 200  Shares. 
T.  Lawson,  31,  Felbrigge  Mansions,   Scarborough,  Barrister-at-Law — 
50  Shares. 

is.  6d.  per  share  had  been  paid  to  the  Company's  Bankers  with  the  applica- 
tion. 

An  allotment  was  made  in  full  to  H.  Wilson  on  July  4th,  1914,  the 
Shares  allotted  being  numbered  1,201  to  1,400,  but  T.  Lawson's  applica- 
tion was  refused. 

2s.  6d.  per  share  was  payable  on  allotment. 

Show  the  entries  in  respect  of  the  foregoing  in  the  Application  and 
Allotment  Book,  and  enter  up  the  Share  Ledger  Account  of  H.  Wilson, 
assuming  that  the  money  due  on  allotment  was  paid  on  July  9th,  1914, 
and  that  on  August  1st,  1914,  he  transferred  the  shares,  5s.)  paid,  to 
J.  Armstrong  of  5,  Norfolk  Terrace,  Hampstead,  Stockbroker  {this 
transfer  to  be  entered  in  the  Transfer  Register). 
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§  4. — Shares 

(a)  Definition  of  Share 

A  Share  in  the  case  of  a  Limited  Company  is  a  fixed  unit 
of  the  common  fund  contributed,  or  capable  of  being  contributed, 
by  its  members,  by  the  ownership  of  which  the  rights  and 
obligations  of  the  holder  as  regards  the  Company  and  its  creditors 
are  determined.  A  person  owning  such  a  Share  can  never  be 
called  upon  to  pay  more  than  the  nominal  value  of  it,  apart 
from  premiums,  except  in  the  case  of  a  Bank  with  a  right  of 
issue  of  bank  notes,  in  respect  of  which  the  liability  of  Share- 
holders is  always  unlimited,  or  under  the  circumstances  men- 
tioned in  §  1.  All  the  Shares  taken  collectively  form  the  Share 
Capital  of  the  Company. 

(b)  Issue  of  Shares. 

The  general  method  of  issuing  Shares  is  to  notify  by  means 
of  a  Prospectus  that  the  Directors  of  the  particular  Company 
are  prepared  to  receive  applications  for  such  Shares.  The 
application  itself  forms  an  offer  to  the  Company,  which  may  be 
revoked  at  any  time  before  allotment ;  and  the  allotment  is  the 
acceptance  of  that  offer,  which  effectually  binds  the  offeror  to 
the  contract,  when  posted.  The  issue  of  the  Shares  may,  how- 
ever, be  made  privately. 

Shares  may  not  be  issued  at  a  Discount,  it  being  necessary 
that  the  Company  shall  receive  in  full  the  nominal  value  of  a 
Share  ;  but  they  may  be  issued  at  a  Premium,  in  which  case  the 
person  to  whom  the  share  is  allotted  pays  to  the  Company  more 
than  the  nominal  value  of  a  Share  for  the  privilege  of  sharing 
in  the  enterprise  of  the  Company. 

(c)  Underwriting  Commission. 

Underwriting  Commission  may  be  paid  to  persons  who  make 
themselves  liable  to  take  up  all  or  part  of  an  issue  of  Shares, 
if  they  are  not  subscribed  for  by  the  public.  The  amount  or 
rate  per  cent,  of  commission  paid  to  the  underwriters  must  be 
authorized  by  the  Articles  and  disclosed  in  a  Prospectus,  or 
Statement  in  lieu  of  Prospectus. 
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Where  a  Company  does  not  issue  a  Prospectus,  it  must,  unless 
it  is  registered  as  a  Private  Company,  file  with  the  Registrar 
of  Companies  a  Statement  in  lieu  of  Prospectus. 

(d)  Share  Certificate. 

Where  a  Share  Certificate  is  issued  before  the  Shares  are 
fully  paid  up,  the  amount  paid  at  the  time  of  issue  of  the  Certi- 
ficate is  shown  on  the  face  thereof ;  and  all  further  Calls  as 
paid  are  endorsed  on  the  back  of  the  Certificate.  When  such 
Shares  are  completely  paid,  a  rubber  stamp  is  impressed  on 
the  face  of  the  Certificate,  showing  that  the  Shares  are  '  fully 
paid.' 

If  the  Shares  are  actually  paid  in  full  when  the  Share  Certificate 
is  issued,  such  Certificate  will  be  worded  accordingly. 

(e)  Shares  Issued  for  a  Consideration  other  than  Cash. 

Shares  may  be  issued  fully  or  partly  paid  for  a  consideration 
other  than  cash,  but  where  this  is  done  a  Contract  in  writing 
in  respect  thereof,  constituting  the  title  of  the  allottee  to  the 
allotment,  together  with  any  Contract  of  Sale,  or  for  services, 
or  other  consideration,  in  respect  of  which  that  allotment  was 
made,  must  be  filed  with  the  Registrar  of  Companies. 

(/)  Transfer  of  Shares. 

In  order  that  Shares  may  pass  from  one  person  to  another, 
it  is  necessary  for  the  vendor  of  the  Shares  to  fill  up  and  execute 
a  Transfer  Form,  transferring  the  Shares  out  of  his  name  into 
the  name  of  the  purchaser.  The  transferee  must  also  execute 
the  Form,  which,  together  with  the  Share  Certificate,  is  then 
lodged  with  the  Company,  who  make  the  necessary  entries  in 
the  Register  of  Members  and  the  Share  Ledger. 

The  form  of  a  transfer  is  generally  by  deed,  and  after  it  has 
been  given  effect  to  a  new  Share  Certificate  in  place  of  the  old 
will  be  issued  by  the  Company  to  the  transferee. 

(g)  Division  of  Shares. 

Shares  are  frequently  divided  into  various  classes,  and  this 
division  is  important,  since  the  priorities  of  the  holders  against 
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the  profits  and  assets  of  the  Company  depends  thereon.     The 
usual  classes  are : 

(a)  Preference. 

(b)  Ordinary. 

(c)  Deferred  or  Founders'. 

(h)  Preference  Shares. 

Preference  Shares  are  those  ranking  for  Dividend  or  Capital 
in  priority  to  other  classes  of  Shares.  These  Shares  may  be 
preferential  as  to  dividend,  or  capital,  or  as  to  dividend  and 
capital.  A  non-cumulative  preference  as  to  dividend  consists 
in  the  right  to  a  fixed  percentage  upon  the  nominal  amount 
of  the  Share  out  of  the  profits  of  each  particular  year.  A  cumu- 
lative preference  consists  in  the  right  to  a  fixed  percentage 
in  each  year  upon  the  nominal  amount  of  the  Shares  out  of  past, 
current,  or  future  profits  ;  and  such  preference  must  be  satisfied 
as  to  all  arrears  before  the  Ordinary  or  Deferred  Shareholders 
can  rank  for  dividend.  In  the  absence  of  a  clear  expression  to 
the  contrary,  Shares  preferential  as  to  dividend  are  cumulative. 

A  preference  in  respect  of  Capital  gives  the  right  to  a  return 
of  Capital  in  priority  to  other  classes  of  Shares,  in  the  event  of 
winding-up.  This  may  entail  Calls  being  made  on  other  classes 
of  Shares  not  fully  called  up,  for  the  purpose  of  repaying  Capital 
on  the  Preference  Shares  when  the  rights  of  Shareholders  are 
adjusted. 

The  preference  may  also  give  a  right  to  share  with  the  Ordinary 
Shareholders  in  the  surplus  profits  after  both  the  Preference 
and  Ordinary  Shares  have  received  fixed  dividends.  Shares 
issued  on  these  terms  are  known  as  Participating  Preference 
Shares. 

Arrears  of  cumulative  preference  dividend  are  not  contingent 
liabilities,  in  the  strict  sense  of  the  term.  The  right  to  such 
dividend  does  not  generally  depend  solely  upon  profits  being 
made,  but  also  upon  the  declaration  of  the  dividend  by  the 
Directors,  who  usually  have  power  to  appropriate  the  whole  or 
part  of  the  profit  to  reserve,  if  they  think  fit,  before  the  payment 
of  any  dividend. 
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(/)  Ordinary  Shares. 

Ordinary  Shares  are  those  taking  the  surplus  profits,  or,  if 
there  are  deferred  interests,  a  fixed  proportion  of  such  profits, 
after  all  preferential  rights  have  been  met. 

(k)   Deferred  or  Founders'  Shares. 

Deferred  Shares  are  those  in  respect  of  which  the  right  to 
dividend  is  postponed  to  the  priorities  existing  on  Preference 
and  Ordinary  Shares.  They  are  sometimes  allotted  to  the 
Promoters  of  the  Company,  or  to  Underwriters  of  Shares  issued. 
The  holders  are  generally  entitled  to  all,  or  a  considerable  portion 
of,  surplus  profits  after  fixed  dividends  have  been  met.  Fre- 
quently such  Shares  are  worthless,  but  occasionally  they  are 
found  to  be  of  considerable  value. 

(/)  Share  Warrants. 

Share  Warrants  to  Bearer  may  be  issued  by  Companies  having 
the  necessary  power  in  their  Articles,  these  being  certificates 
stating  that  the  bearer  is  entitled  to  a  specified  number  of 
Shares.  The  Shares  must  be  fully  paid  before  the  Share  War- 
rants can  be  issued. 

Share  Warrants  pass  from  hand  to  hand  without  registration, 
and  without  the  execution  of  any  transfer  being  necessary,  but 
they  must  be  stamped  with  a  stamp  duty  equal  to  three  times 
the  transfer  duty  on  the  nominal  value  of  the  Shares.  Coupons 
are  attached,  which  must  be  produced  before  any  dividend 
can  be  claimed. 

(m)  Stock. 

A  Limited  Company  with  power  in  its  Articles  can  convert 
fully  paid  Shares  into  Stock.  In  this  case  the  Stock  must  be 
regarded  as  the  capital  fund  contributed  by  all  the  Shareholders, 
each  Stockholder  being  entitled  to  a  certificate  for  his  portion 
of  the  whole  fund ;  and  it  is  usual  for  such  Stock  to  be  trans- 
ferable in  fractional  parts  of  £1,  whereas  Shares  can  only  be 
transferred  in  complete  units. 
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FORM    OF   TRANSFER 
HENRY   WILSON,   Park  Manor,  Littleton, 


H.    WILSON. 


J.ARMSTRONG. 


g      ILLUSTRATION 

o 
U 

2         Stamp  % 

*         Duty.  <3t 

5  >>       5/-  Gentleman,  in  consideration  of  the  sum  of  Fifty  Pounds* 

•g  «  paid  by  JOHN  ARMSTRONG,  5,    Norfolk    Terrace, 

*8  j§  Hampstead,  Stockbroker,  hereinafter  called  the  said  Transferee, 
>0  ©0  hereby  bargain,  sell,  assign,  and  transfer  to  the  said  Trans- 
it -w  feree,  Two  hundred  Shares  of  £1  each,  five  shillings  paid,  numbered 
2  ci  1,201  to  1,400  inclusive,  of  and  in  the  undertaking  called  The 
g  <x  Andersen  Manufacturing  Company,  Limited. 

w  Co  f)ol&  unto   the   said   Transferee,    his   Executors,    Adminis- 

trators, and  Assigns,  subject  to  the  several  conditions  on  which 
u  I  held  the  same  immediately  before  the  execution  hereof  ;  and  / 
®  the  said  Transferee,  do  hereby  agree  to  accept  and  take  the  said 
§  Shares,  subject  to  the  conditions  aforesaid. 

»         &s  toitnese  our  Hands  and  Seals,  this  Twenty-seventh  day  of 
(j  July,  m  the  Year  of  our  Lord,  One  thousand  nine  hundred  and 
fourteen. 

M  Signed,   sealed,   and  delivered,  by   the" 
*«g      above-named  in  the  presence  of 

g  (  Signature,     H.  Smith, 

:£  \  Address,  Littleton. 

f£   \  Occupation,  Clerk  to  H.  Wilson. 

w  Signed,   sealed,   and   delivered,   by  the 

"«g      above-named  in  the  presence  of 

«   (  Signature,     F.  Miller, 

.-£  \  Address,         12,  New  Street,  Chelsea, 

j£   \  Occupation,         Clerk  to  J.  Armstrong. 

yj  Signed,    sealed,  and  delivered,   by  the 
"w      above-named  in  the  presence  of 

I   (  Signature, 
.t{  -I  Address, 
^   \  Occupation, 

w  Signed,    sealed,   and  delivered,  by  the^ 
*cn      above-named  in  the  presence  of 
I   (  Signature, 
£  -I  Address, 
►£   (  Occupation, 

•  The  Consideration  money  set  forth  in  a  transfer  may  differ  from  that  which  the  first 
Seller  will  receive,  owing  to  sub-sales  by  the  original  Buyer  ;  the  Stamp  Act  requires  that 
in  such  cases  the  Consideration  money  paid  by  the  Sub-purchaser  shall  be  the  one  inserted 
in  the  Deed,  as  regulating  the  ad  valorem  Duty  ;  the  following  is  the  Clause  in  question  : — 

*  Where  a  Person,  having  contracted  for  the  purchase  of  any  property,  but  not  having 
obtained  a  conveyance  thereof,  contracts  to  sell  the  same  to  any  other  Person,  and 
the  property  is,  in  consequence,  conveyed  immediately  to  the  Sub-purchaser,  the 
conveyance  is  to  be  charged  with  ad  valorem  Duty  in  respect  of  the  Consideration 
for  the  Sale  by  the  Original  Purchaser  to  the  Sub-purchaser.' — 
[54  &  55  Vict.,  cap.  39,  Section  58,  Sub-section  4.] 

When  a  Transfer  is  executed  out  of  Great  Britain,  it  is  recommended  that  the  Signatures  be 
attested  by  H.M.  Consul  or  Vice-Consul,  a  Clergyman,  Magistrate,  Notary  Public,  or  by  some 
other  Person  holding  a  public  position — as  most  Companies  refuse  to  recognize  Signatures  not 
io  attested. 

194 
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§  5. — The  Capital  of  a  Company 

The  full  amount  of  Capital  which  a  Company  is  authorized 
to  raise  is  stated  in  the  Memorandum,  an  ad  valorem  duty  being 
charged  thereon.  It  is  not  always  necessary  that  Shares  repre- 
senting this  sum  should  be  issued,  and  frequently  the  Nominal 
Capital  is  much  greater  than  the  Issued  Capital. 

The  term  Issued  Capital  refers  to  the  total  number  of  Shares 
allotted,  whether  for  cash  or  other  consideration. 

The  term  Subscribed  Capital  refers  to  the  total  number  of 
Shares  which  have  been  taken,  or  agreed  to  be  taken,  by  the 
Shareholders  for  cash. 

The  Called  Capital  is  that  part  of  the  Issued  Capital  which 
the  Company  has  called  up.  It  is  not  bound  to  require  the 
full  nominal  amount  of  each  share  to  be  immediately  paid,  but 
can  call  up  such  parts  as  it  requires.  Thus,  on  a  £1  share  25.  6d. 
may  be  payable  on  application  and  2s.  6d.  on  allotment,  and  5s. 
payable  three  xmonths  after  allotment,  the  balance  then  being 
left  to  be  called  at  the  discretion  of  the  Directors. 

The  Paid-up  Capital  is  the  sum  actually  received  in  cash  or 
other  consideration  by  the  Company.  When  Calls  are  not 
paid  up,  they  are  said  to  be  in  arrear,  and  the  difference  between 
the  Called  Capital  and  the  Paid-up  Capital  will  be  the  amount 
of  Calls  in  arrear. 

The  Company  may  receive  money  in  advance  of  Calls,  and 
any  sum  so  received  is  termed  Calls  paid  in  advance. 

It  must  be  remembered  that  the  Capital  of  a  Company  is 
not  subject  to  any  adjustments  such  as  are  sometimes  found 
in  the  accounts  of  private  individuals  or  Firms.  The  Capital 
is  fixed,  and  can  only  be  altered  in  the  manner  provided  for 
by  Statute.  A  Company  can  issue  Capital  to  the  extent  of 
the  amount  authorized  by  the  Memorandum,  and  the  Capital 
Account  may  vary  without  any  alteration  of  the  Memorandum, 
to  the  extent  to  which  the  Shares  issued  are  not  fully  paid  up, 
and  Calls  are  made  from  time  to  time  ;  but  so  soon  as  all  the 
authorized  Shares  are  fully  paid,  and  it  is  desired  to  obtain 
further  Capital  by  way  of  the  issue  of  Shares,  the  increase  of 
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Capital  can  only  be  made  in  accordance  with  the  procedure  laid 
down  by  the  Companies  (Consolidation)  Act,  .1908. 

Reduction  of  Capital  may  be  made  in  accordance  with  the 
Act  in  any  way ;  and  particularly — 

(a)  To  extinguish  or  reduce  liability  on  its  Shares  in  respect 
of  Share  Capital  not  paid  up,  e.g.  to  reduce  a  £10  Share,  £5  paid, 
to  a  £5  Share  fully  paid. 

(b)  To  pay  off  any  Paid-up  Share  Capital  in  excess  of  the  wants 
of  the  Company,  e.g.  to  make  a  return  of  £2  per  Share  on  £10 
Fully  paid  Shares,  thereby  reducing  the  Capital  of  the  Company 
to  £8  per  Share  in  respect  of  such  Shares. 

(c)  To  cancel  any  Paid-up  Share  Capital  which  is  lost  or  un- 
represented by  available  assets,  e.g.  to  write  off  a  heavy  de- 
ficiency on  Profit  and  Loss  Account  against  the  Capital  of  the 
Company. 

In  order  to  obtain  a  reduction  of  Capital  there  must  be  power 
in  the  Articles  to  reduce  Capital,  and  a  Special  Resolution  must 
be  passed  to  exercise  the  power  ;  and  confirmation  by  the  Court 
of  this  Special  Resolution  must  be  obtained  by  petition. 

Where  the  reduction  involves  a  diminution  of  the  liability 
on  Shares,  or  a  repayment  to  Shareholders  of  Capital  in  excess' 
of  the  Company's  requirements,  the  consent  of  the  creditors 
must  be  obtained  before  the  Court  will  grant  its  sanction.  In  any 
case  the  words  '  and  reduced  '  must  be  added  to  the  Company's 
name  for  such  period  as  the  Court  directs,  though  if  the  reduction 
does  not  require  the  consent  of  the  creditors  before  the  Court 
grants  its  assent,  the  Court  may,  if  it  think  expedient,  dispense 
with  the  use  of  these  words. 

Capital  may  also  be  returned  out  of  profits,  on  the  footing 
that  it  is  liable  to  be  again  called  up ;  Shares  may  be  forfeited 
for  the  non-payment  of  Calls ;  or  Share  Capital  to  the  extent 
of  Shares  which  have  not  been  issued  or  agreed  to  be  issued  may 
be  cancelled.  In  these  cases  consent  of  the  Court  is  not  necessary, 
but  the  procedure  must  be  carried  out  consistently  with  the 
conditions  laid  down  by  the  Act,  and  in  accordance  with  the 
Articles  of  the  Company. 
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§  6— The  Allotment  of  Shares 

A  Private  Company  cannot  offer  Shares  to  the  public  for 
subscription,  and  it  is  therefore  necessary  for  the  Capital  to 
be  found  privately.  Any  Public  Company  which  desires  to 
offer  its  Shares  to  the  public  must  do  so  by  means  of  a  Prospectus  ; 
and  if  it  does  not  issue  a  Prospectus,  it  is  required  to  file  a  State- 
ment in  lieu  thereof  with  the  Registrar  of  Companies. 

Any  Prospectus  which  is  issued  must  be  filed  with  the  Registrar 
of  Companies,  and  it  must  contain  information  on  certain  specific 
points,  in  order  to  comply  with  the  requirements  of  the  Com- 
panies (Consolidation)  Act,  1908. 

The  general  form  of  Prospectus  will  be  familiar  to  most  people, 
owing  to  the  fact  that  many  Prospectuses  are  largely  advertised 
in  the  daily  papers. 

The  name  of  the  Company,  the  Share  Capital  of  the  Company, 
the  names  of  the  Directors,  Bankers,  Solicitors,  Auditors,  Brokers, 
and  Secretary  are  usually  given  great  prominence  at  the  com- 
mencement of  the  Prospectus.  This  information  is  naturally 
of  importance,  since  it  gives  the  public  information  as  to 
who  are  concerned  with  the  promotion  and  direction  of  the 
Company. 

The  Prospectus  then  generally  proceeds  to  show  the  purposes 
for  which  the  issue  of  Capital  is  required,  e.g.  for  the  purpose 
of  acquiring  a  business,  or  for  the  purpose  of  providing  further 
Capital  for  a  business  already  owned  by  the  Company.  In  this 
connexion,  particulars  of  the  business  which  is  to  be  purchased, 
or  which  is  already  owned,  and  its  progress  over  a  period  of 
years,  will  be  given,  so  that  the  person  considering  the  Pro- 
spectus can  form  some  idea  of  the  prospective  earning  capacity 
of  the  business,  having  regard  to  past  results.  The  last-men- 
tioned information  is  generally  contained  in  the  form  of  a  certifi- 
cate by  a  firm  of  Professional  Accountants  of  repute. 

If  a  new  business  is  being  acquired,  the  assets  will  generally 
be  taken  over  at  a  valuation,  and  the  valuer's  certificate  will  be 
incorporated  in  the  Prospectus,  denoting  the  values  of  the  various 
assets. 
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If  the  Company  is  formed  for  the  purpose  of  acquiring  a  Mine 
or  Plantation  which  has  not  yet  been  developed,  or  an  under- 
taking for  the  exploitation  of  a  new  Patent  or  Process,  estimates 
are  usually  provided,  showing  the  amount  of  profits  which  the 
Promoters  anticipate  the  Company  will  earn,  and  the  manner 
in  which  the  figures  are  arrived  at.  As  these  estimates  do  not 
represent  facts,  and  are  usually  carefully  worded  so  as  to  avoid 
responsibility  for  their  accuracy,  they  are  commonly  greatly 
over-stated. 

The  Prospectus  must  show  the  number  of  Founders', 
Managers',  or  Deferred  Shares,  and  the  extent  of  the  interests 
of  the  holders  in  the  property  and  profits  of  the  Company.  It 
must  also  show  the  qualification  of  the  Directors,  e.g.  how  many 
Shares  it  is  necessary  for  them  to  hold  in  order  to  be  able  to 
act  as  Directors,  and  also  any  provision  in  the  Articles  as  to 
their  remuneration.  It  must  also  state  the  Minimum  Subscrip- 
tion, e.g.  the  lowest  number  of  Shares  applied  for  upon  which 
the  Directors  will  proceed  to  allot  Shares.  Full  information 
must  be  given  as  to  the  vendors  of  any  property  to  be  paid  for, 
wholly  or  partly,  out  of  the  proceeds  of  the  issue  of  the  Shares, 
and  the  amount  payable  to  them,  specifying  particularly  the 
amount  payable  for  Goodwill  (if  any). 

Agreements  for  paying  Underwriting  Commission  must  be 
mentioned,  and  the  amount  of  Preliminary  Expenses  must  be 
shown.  All  material  Contracts  must  be  specified,  and  a  place 
for  their  inspection  named ;  but  ordinary  business  Contracts 
need  not  be  included. 

The  names  and  addresses  of  the  Auditors  (if  any  have  yet 
been  appointed) ,  any  interest  of  the  Directors  in  the  promotion 
or  formation,  and  voting  rights  attached  to  the  various  classes 
of  Shares  must  also  be  given.  Where  the  Prospectus  does  not 
take  the  form  of  a  newspaper  advertisement,  a  copy  of  the 
Memorandum  must  be  included.  At  the  foot  of  the  Prospectus, 
if  in  a  newspaper  advertisement,  or  enclosed  with  the  Prospectus 
in  other  cases,  there  will  be  found  a  form  of  Application  for 
Shares,  which  is  generally  as  follows ; 


j      ILLUSTRATION 
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The  Andersen  Manufacturing  Company, 


o 

I 

O  LIMITED. 

i 

Q.  = 


FORM    OF   APPLICATION    FOR   ORDINARY   SHARES. 

h  = 

o       No 

«* 

£       To  the  Directors  of 

S  THE  ANDERSEN  MANUFACTURING  COMPANY,  Limited 

*      Gentlemen, 

Having  paid  to  the  Bankers  of  the  Company  the  sum  of  £ 


a      being  a  deposit  of  2s.  6d.  per  Share  on  application  for Ordinary 

<  Shares  of  £i  each  in  the  above-named  Company,  I  request  you  to  allot  to 
2       me  that  number  of  Ordinary  Shares,  upon  the  terms  of  the  Company's 

Prospectus  dated ,  and  I  agree  to  accept  the  same  or  any  smaller 

S  .  number  that  maybe  allotted  to  me,  and  I  agree  to  pay  the  further  instal- 
w  2  ments  at  the  dates  and  as  provided  by  the  said  Prospectus,  and  I  authorize 
0.  .  you  to  register  me  as  the  holder  of  the  said  Ordinary  Shares. 

Name  (in  full) 

(Mr.,  Mrs.  or  Miss) 

Address  (in  full) „ 

Description 

Signature 

Date 

All  Cheques  to  be  made  payable  to  the  Company's  Bankers.     A  separate  Cheque 
0.  £  should  accompany  each  separate  Application. 

IE 

\\  The  Andersen  Manufacturing  Company, 


S l  XOTE : 

*  *  Please  write 

„.  2  very 

0  £  distinctly 


LIMITED. 


■ 

P 
Z 
■ 
*       No. 

c 

■ 


BANKERS'   RECEIPT. 


IReCdvefc  this day  of. 19 , 

from 

jj      for  the  credit  of  The  Andersen  Manufacturing  Company,  Limited,  the 

^       sum  of  £ ,  being  a  Deposit  of  2s.  6d.  per  Share  on Ordinary 

5       Shares  of  £1  each  in  the  above-named  Company. 

For  THE  PROVINCIAL  BANK,  Limited, 


•       

I    £         :      '        


This  Receipt,  when  returned  from  the  Banker,  to  be  preserved  by  the  Applicant  for 
exchange  in  due  course  for  Share  Certificate. 

J99 
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Upon  this  being  handed  to  the  Banker,  with  a  cheque  for 
the  proper  amount,  the  receipt  form  will  be  filled  up  and  signed 
by  the  Bank,  and  returned  to  the  applicant,  the  upper  portion 
being  retained  and  handed  to  the  Company  for  the  purpose  of 
entering  up  the  Application  and  Allotment  Book. 

Upon  receipt  of  the  counterfoils  from  the  Bank,  the  officials 
of  the  Company  proceed  to  enter  up  full  particulars  on  the 
Application  and  Allotment  sheets.  When  the  Application  and 
Allotment  sheets  are  complete,  they  are  considered  by  the 
Directors,  who  proceed  to  allot  the  Shares,  always  provided 
the  Minimum  Subscription  has  been  reached. 

The  Minimum  Subscription  is  the  smallest  number  of  Shares 
applied  for,  as  stated  in  the  Prospectus  and  Articles  of  the  Com- 
pany, upon  which  the  Directors  will  proceed  to  allot  after  an 
offer  of  Shares  to  the  public.  If  the  Minimum  Subscription  is  not 
reached  it  is  the  duty  of  the  Directors  to  return  all  application 
moneys  to  the  persons  concerned  within  40  days  ;  and  if  they 
retain  the  moneys  beyond  48  days  they  are  liable  to  5  per  cent, 
interest  thereon.  In  any  case  the  allotment  will  be  invalid  if 
the  Minimum  Subscription  is  not  reached,  and  the  Directors 
still  proceed  to  allotment ;  and  upon  the  Statutory  Meeting 
being  held  any  Shareholder  aggrieved  thereby  can  exercise  his 
remedy  by  repudiating  the  allotment  within  one  month  of  the 
holding  of  such  meeting. 

Upon  the  Directors  allotting  the  Shares,  a  minute  of  the 
allotments  is  made  ;  and  it  will  be  necessary  to  send  Allotment 
Letters  to  the  persons  who  have  received  allotments.  If  the 
value  of  the  Shares  amounts  to  £5  or  more,  the  Letter  of  Allotment 
must  be  stamped  with  a  6d.  stamp  ;  if  it  is  less  than  £5,  a  penny 
stamp  is  sufficient.  The  Contract  between  the  Company  and  the 
applicant  is  complete  as  soon  as  the  Allotment  Letter  is  posted. 

Where  a  Shareholder  applies  for  more  Shares  than  are  allotted 
to  him  it  is  usual  to  provide  that  the  surplus  shall  be  applied 
in  part  payment  of  the  allotment  money ;  and  although  as  a 
general  rule  the  Directors  cannot  vary  the  application,  they 
can  do  so  to  the  extent  of  allotting  a  fewer  number  of  Shares 
than  have  actually  been  applied  for. 
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To  those  applicants  who  have  received  no  allotment,  an  inti- 
mation is  at  once  forwarded,  known  as  a  '  Letter  of  Regret,'  and 
with  this  a  cheque  will  be  sent  for  the  amount  of  the  application 
money,  which  is  of  course  repayable. 

A  return  of  allotments  must  be  made  to  the  Registrar  of 
Companies  within  one  month  thereof.  This  return  must  state 
the  number  and  nominal  amount  of  the  Shares  comprised  in  the 
allotment,  the  names,  addresses,  and  descriptions  of  the  allottees, 
and  the  amount,  if  any,  paid  or  payable  on  each  Share.  Where 
the  Shares  are  issued  fully  or  partly  paid  up  for  a  consideration 
other  than  cash,  there  must,  in  addition,  be  a  Contract  filed 
constituting  the  allottee's  title  to  the  allotment. 

§  7. — Entries  in  the  Books  of  Account  in  respect  of  Share 
Capital 

As  the  contract  between  the  Company  and  the  applicants 
is  only  complete  after  notification  of  allotment,  it  is  not  usual 
to  make  any  entries  respecting  the  Capital  in  the  books  of  account 
except  in  the  Cash  Book,  until  all  the  formalities  of  allotment 
are  completed,  and  a  Journal  entry  is  then  passed,  debiting  the 
Application  and  Allotment  Account  and  crediting  the  particular 
Share  Capital  Account  with  the  amounts  due  on  application  and 
allotment.  The  cash  received  in  respect  of  application  and  in 
respect  of  allotment  will  be  posted  to  the  credit  of  the  Application 
and  Allotment  Account,  any  balance  upon  which,  after  the 
return  of  moneys  in  respect  of  letters  of  regret,  will  represent 
allotment  money  unpaid. 

Upon  a  Call  being  made,  a  similar  process  is  gone  through, 
a  separate  Call.  Account  being  debited  with  the  total  of  each 
Call,  and  the  Share  Capital  Account  being  credited.  Cash 
received  in  respect  thereof  will  be  credited  to  the  Call  Account, 
and  any  balance  remaining  thereon  will  represent  Calls  in  arrear. 
If  there  are  Calls  paid  in  advance,  these  will  be  debited  in  the 
Cash  Book  and  credited  to  '  Calls  in  Advance  '  Account,  from 
which  they  will  be  transferred  to  the  Call  Account  when  the 
Call  is  actually  made.  The  accounts  concerned  in  the  Share 
Ledger  must  also  be  credited, 
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The  details  of  the  applications,  and  the  allotments  made, 
should  be  dealt  with  through  the  Application  and  Allotment 
Book.  From  this  book  is  written  up  the  Share  Ledger,  which  is 
often  so  ruled  as  to  form  also  the  Statutory  Register  of  Members. 

The  Share  Ledger  contains  details  of  the  Shares  held  by  each 
member,  whether  acquired  by  allotment  or  transfer,  and  also 
the  state  of  account  between  each  member  and  the  Company  as 
to  Calls.  The  debit  entry  against  the  member  for  amounts  due 
on  application  and  allotment,  or  calls,  is  posted  from  the  Appli- 
cation and  Allotment,  or  Call,  Book,  and  the  credit  entry,  upon 
payment,  from  the  Cash  Book.  The  Cash  Book  is  often  a  special 
book  with  two  columns  on  the  debit  side,  details  appearing 
in  the  first  column  and  daily  totals  in  the  second  column.  The 
details  are  posted  to  the  Share  Ledger  Accounts,  and  the  totals 
only  to  the  Application  and  Allotment  Account,  or  Call  Account, 
concerned.  It  will  be  noticed,  therefore,  that  the  Share  Ledger, 
although  containing  a  complete  account  with  each  member, 
can  be,  and  generally  is,  excluded  from  the  financial  books,  the 
Application  and  Allotment,  and  Call,  Accounts  acting  as  total 
accounts  for  all  the  details  entered  in  the  Share  Ledger. 

Reference  should  be  made  to  §  3  for  the  forms  of  Application 
and  Allotment  Books  and  Share  Ledger.  The  following  illustra- 
tion shows  the  entries  to  be  made  upon  an  issue  of  Capital  in 
the  ordinary  books  of  account. 

ILLUSTRATION 

The   Andersen   Manufacturing   Company   Ltd.,    under   an   Agreement 
dated  1st  July,  1914,  acquired  the  following  Assets : 

£  s.  d. 

Land  and  Buildings  .  .         .         .         .  .     .  4,000  o  o 

Machinery         .......      2,000    o  o 

Patents 1,500  °  ° 

Stock-in-trade 2,500  o  o 

The  consideration  given  by  the  Company  was  £11,000,  of  which  £8,000 
was  satisfied  by  the  allotment  of  8,000  fully-paid  Ordinary  Shares  of  £1 
each. 

The  Company  offered  30,000  Ordinary  Shares  of  £1  each  to  the  public 
on  the  1st  July,  1914,  the  whole  of  which  were  applied  for.  Two 
shillings  and  sixpence  was  payable  in  respect  of  these  Shares  on  applica- 
tion, and  2/6  on  allotment,  which  was  completed  on  the  9th  July,  I9J4- 
A  call  of  5/-  per  Share  was  made  on  the  ist^  August,  i9x4' 
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All  moneys  due  from  Shareholders  was  received  when  due,  and  the 
vendors'  cash  consideration  was  paid  to  them  on  the  10th  August,  19*4- 

Make  the  necessary  Cash  Book  and  Journal  entries  to  give  effect  to 
the  foregoing,  post  to  the  Ledger  Accounts,  and  prove  the  correctness 
of  the  entries  by  means  of  a  Trial  Balance. 


Journal 


1914 

July  1 

Sundries :                                         Dr. 

To  Vendor       .... 
Goodwill    ..... 
Land  and  Buildings     . 
Machinery           .... 
Patents      . 
Stock-in-trade    .... 

Being  assets  acquired  this  day  as 
per  agreement  dated 

£      s.    d. 

1,000    0    0 
4,000    0    0 
2,000    0    0 
1,500    0    0 
2,500    0    0 

£      s.  d. 
11,000    0    0 

11,000    0    0 

1 1 ,000    0    0 

Vendor  ....           Dr. 
To  Ordinary  Share  Capital 

Being   8,000    £1  Ordinary  Shares 
fully  paid  allotted  to  Vendors  in 
part  satisfaction  of  purchase  con- 
sideration. 

8,000    0    0 

8,ooo    0    0 

July  9 

Application  and  Allotment          Dr. 
To  Ordinary  Share  Capital 

Being  2/6  on  application  and  2/6 
on  allotment  in  respect  of  30,000 
Ordinary  Shares  of  £1  each  al- 
lotted this  day. 

7,500    0    0 

7,500    0    0 

Aug.  1 

Call  Account       .          .          .        Dr. 

To  Ordinary  Share  Capital 
Being  Call   of    5/-  in   respect   of 

30,000  Ordinary  Shares. 

7,500    0    0 

7,500    0    0 

Dr. 


Vendor 


Cr. 


1914 
July    1 

Aug.  10 


To  Ordinary 

Shares 
,,    Cash 


£      s.d. 
8,000  o  o 


3,000  o  o 


1914 

July  1 


11,000  o  o 


By  Sundry  Assets 


£     s.d. 
11,000  o  o 


11,000  o  o 
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Goodwill 


Cr. 


Dr. 

Land  and  Buildings 

Cr. 

1914 

£    s.d. 

July  1 

To  Vendor     . 

4,000  0  0 

Dr. 


Machinery 


Cr. 


1914 
July  1 


To  Vendor 


£     s.d. 
2,000  o  o 


Dr. 


Patents 


Cr. 


1914 
July  1   !  To  Vendor 


Dr. 


Stock 


Cr. 


1914 
July  1 


To  Vendor 


£     s.d. 
2,500  o  o 
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Dr.  Ordinary  Share  Capital  Cr. 


1914 

£    s.d. 

July  1 

By  Vendor 

8,000  0  0 

.,    9 

„  Applica- 
tion & 
Allot- 
ment . 

7,500  0  0 

Aug.  1 

„  Call      . 

7,500  0  0 

Dr. 

Application  and  Allotment  Account 

Cr.    . 

1914 
July  9 

To  Ordinary  Shares 

£     M. 

7,500  0  0 

1914 

July  1 
,.    9 

By  Cash  . 

£    s.d. 
3,750  0  0 
3,750  0  0 

7,500  0  0 

7,500  0  0 

Call  Account 


Cr. 


To  Ordinary  Shares 


£    s.d. 
7,500  o  o 


1914 
Aug.  1 


By  Cash   . 


/ 


£  s.d. 

7,500  o  o 


Cash  Book 


Cr. 


9 
Aug.    1 


To  Applications, 

Ordinary  Shares 
,,  Allotment,  Ordi- 
nary Shares 
,,  Call,  Ordinary 
Shares  . 


To  Balance  . 


£    s.  d. 
3,750  0  0 
3,750  0  0 
7,500  0  0 

1914 
Aug.  10 

15,000  0  0 

12,000  0  0 

By  Vendors 
,,  Balance 


£     s.  d. 
3,000  o  o 

12,000  o  o 


15,000  o  o 
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Trial  Balance 

Cash    , 

Ordinary  Shares    . 

Goodwill 

Land  and  Buildings 

Machinery     . 

Patents 

Stock  .(.-.' 

i 
12,000 

1,000 
4,000 
2,000 
1,500 
2,500 

5. 
0 

0 

0 
0 
0 
0 

d. 
0 

0 
0 

0 
0 
0 

£        s.    d. 
23,000    0     0 

23,000 

0 

0 

23,000    0    0 

Note. — The  excess  of  the  consideration  over  the  value  of  assets  acquired 
(or,  if  liabilities  are  taken  over,  the  excess  of  the  consideration  over  the 
net  assets)  represents  the  price  paid  for  Goodwill,  and  an  account  must 
be  raised  for  this  asset.     See  §  10  of  this  Chapter. 


§  8. — Forfeiture  of  Shares 

The  Articles  of  a  Company  frequently  make  provision  that  if 
a  member  of  the  Company  fails  to  pay  Calls  due  on  Shares  held 
by  him  the  Shares  may  be  forfeited  after  notice  has  been  given 
in  a  manner  provided  by  the  Articles.  When  such  Shares 
have  been  forfeited  the  effect  is  that  they  revert  to  the  Company, 
and  the  Shareholder  who  has  made  default  loses  all  his  interest 
in  them. 

The  fact  that  forfeiture  is  only  resorted  to  when  payment 
cannot  be  enforced  by  action,  is  a  good  reason  for  writing  off 
the  debt  due  by  the  defaulting  Shareholder.  The  general  method 
adopted  is  to  credit  Forfeited  Shares  Account  with  the  amount 
called  up  on  the  Shares  forfeited,  debiting  the  particular  Share 
Capital  Account.  The  Call  Account  is  then  credited  with  the 
amount  of  the  unpaid  Calls  upon  such  Shares,  and  a  correspond- 
ing amount  is  debited  to  Forfeited  Shares  Account.  The  latter 
account  then  stands  credited  with  an  amount  equal  to  the  actual 
cash  received  upon  the  Shares. 

The  Shares  can  be  reissued  after  having  been  forfeited,  and 
they  can  be  reissued  as  fully  paid  for  any  sum,  so  long  as  the 
price  received,  plus  the  cash  originally  received  before  forfeiture, 
together  amount  to  at  least  the  par  value  of  the  Shares  in  ques- 
tion.     Where  Shares  are  reissued  under  these  circumstances  the 
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full  nominal  amount  of  Capital  must  be  made  good  by  a  transfer 
from  the  Forfeited  Shares  Account. 

After  any  necessary  adjustments  have  been  made,  if  there 
still  remains  a  credit  balance  on  the  Forfeited  Shares  Account, 
this  can  be  transferred  to  Reserve  Account,  or  even  to  the  Profit 
and  Loss  Account,  if  the  Articles  do  not  forbid  this  course,  though 
this  is  not  advisable. 

ILLUSTRATION 

A  Limited  Company  with  an  issued  Capital  of  15,000  £1  Shares  has 
received  payment  in  full  in  respect  of  all  the  Shares  issued,  with  the  excep- 
tion of  50  Shares  of  £1  each,  which  though  fully  called  are  only  10/-  paid. 
The  Directors  forfeit  the  50  Shares  and  subsequently  reissue  them  fully 
paid  for  ^45. 

Give  the  Journal  and  Ledger  entries  necessary  to  record  the  forfeiture 
and  reissue  of  the  Shares. 

Journal 


Share  Capital  Account                                          Dr. 
To  Forfeited  Shares  Account 

Being  transfer  in  respect  of  50  £1   Shares  fully 
called  up  forfeited  this  day  for  non-payment  of 
Calls,  as  per  Minute  dated 

50     0     0 

£    s.    d. 

50    0    0 

Forfeited  Shares  Account                                     Dr. 

To  Call  Account  ...... 

Being  transfer  of  balance  due  in  respect  of  Shares 

forfeited  as  above. 

25     0     0 

25    0    0 

Sundries :                                                                 Dr. 

To  Share  Capital  Account       .... 
Sundry  Shareholders          ..... 
Forfeited  Shares  Account           .... 
Being  reissue  of   above  Shares  for  ^45  in  cash, 

credited  as  fully  paid  up,  as  per  Minute  dated  .  .  . 

45     0     0 
500 

50    0    0 

Dr. 

Share  Capital 

Cr. 

To  Forfeited  Shares 
,,  Balance 

£     s.d. 

50  0  0 

15,000  0  0 

By  Balance 
,,    Sundries    . 

By  Balance 

£      s.d. 

15,000  0  0 

50  0  0 

15,050  0  0 

15,050  0  0 

- 

15,000  0  0 
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Call  Account 


Cr. 


To  Balance 


£     *•   d. 
25     o    o 


Dr. 

Sundry  Shareholders 

Cr. 

To  Share  Capital      . 

£    s-     d. 

45     0    0 

By  Cash  . 

£    *.   d. 
45     0     0 

Dr. 


Forfeited  Shares  Account 


Cr. 


To  Call  Account 
,,  Share  Capital 
.,  Balance 


£  s.  d. 
25    0    0 

500 
20    0    0 

By  Share  Capital 
By  Balance 

£      s.   d. 
50     0     0 

50    0    0 

50     0     0 

20     0     0 

Dr. 

Cash  Account 

Cr. 

To  Sundry  Shareholders  . 

£    s.    d. 
45     0     0 

MORTGAGES  AND   DEBENTURES  209 

§  9. — Mortgages  and  Debentures 

(a)  Mortgages. 

A  Mortgage  is  a  conditional  transfer  of  property  made  for 
the  purpose  of  securing  the  repayment  of  a  loan  with  interest. 
Until  default  is  made  in  the  terms  of  the  Mortgage,  either  as 
regards  the  payment  of  interest  or  repayment  of  principal,  or 
in  any  other  way,  the  Mortgagor  (i.e.  the  borrower)  retains 
possession  and  use  of  the  property,  while  the  legal  title  resides 
with  the  Mortgagee. 

The  property  remaining  in  the  Mortgagor  is  known  as  the 
Equity  of  Redemption,  and  this  gives  the  Mortgagor  the  right 
to  have  the  property  reconveyed  to  him  on  the  payment  of 
principal,  interest,  and  costs  after  proper  notice. 

When  money  is  borrowed  upon  Mortgage  by  a  Company,  it 
will  be  necessary  to  debit  cash  and  credit  the  Mortgage  Account, 
a  note  being  made  in  the  Ledger  Account  of  the  asset  charged. 
Entry  must  also  be  made  of  the  transaction  in  the  Register  of 
Mortgages  kept  by  the  Company. 

(b)  Debentures. 

A  Debenture  is  a  written  acknowledgement  of  a  debt  by  a 
Company  under  its  seal,  usually  containing  provisions  as  to  pay- 
ment of  interest  and  repayment  of  principal.     It  may  be — 

(1)  A  Simple  Debenture,  carrying  no  charge ; 

(2)  A  Mortgage  Debenture,  with  a  fixed  charge  upon  the 
Freehold  or  Leasehold  Property  of  the  Company ; 

(3)  A  Mortgage  Debenture,  carrying  a  floating  charge  on 
some  or  all  of  the  assets  of  the  Company  as  they  may  exist  when 
the  Company  makes  default. 

The  Uncalled  Capital  of  a  Company  may  be  mortgaged  for 
the  benefit  of  the  Debenture  Holders. 

In  addition  to  entry  in  the  Company's  own  Register  of  Mort- 
gages, Debentures  must  also  be  registered  within  twenty-one  days 
after  date  of  creation  with  the  Registrar  of  Joint  Stock  Companies. 
If  this  is  not  done,  such  Debentures  will  be  void  against  the 
Liquidator  and  any  creditor  of  the  Company,  so  far  as  the 
14 
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charge  is  concerned  ;  and  if  so  rendered  void  the  principal  money 
becomes  immediately  repayable.  Debentures  may  be  issued 
at  par,  at  a  premium,  or  at  a  discount,  and  may  be  repayable  at 
par  or  at  a  premium. 

When  Debentures  are  issued  at  a  premium,  it  is  usual  to  put 
the  premium  to  Reserve  Account,  or  utilize  it  for  the  purpose 
of  starting  a  Debenture  Redemption  Fund.  It  may  also  be 
used  to  write  off  fictitious  assets,  or  to  write  down  fixed  assets. 
It  is  usual  to  charge  the  expenses  of  issuing  Debentures  against 
such  premium.  Generally  speaking,  the  premium  may  be 
treated  as  a  revenue  profit  if  the  Articles  do  not  prohibit  such  a 
course,  but  it  is  not  wise  to  regard  it  as  such.  In  the  Balance 
Sheet  the  Debentures  will  show  as  a  liability  at  their  nominal 
value. 

Debentures,  unlike  Shares,  may  be  issued  at  a  discount.  When 
this  is  done,  the  Debenture  Account  must  be  credited  with  the 
nominal  value  of  the  Debentures,  the  discount  being  carried 
to  the  debit  of  a  separate  Discount  Account.  This  latter  item, 
or  so  much  thereof  as  is  not  written  off,  must,  in  accordance 
with  §  90  of  the  Companies  (Consolidation)  Act,  1908,  be  shown 
separately  in  the  Balance  Sheet  of  the  Company.  It  is  usual 
to  write  the  discount  off  as  soon  as  possible,  as  it  does  not  re- 
present any  available  asset. 

When  Debentures  are  repayable  at  a  premium,  they  will 
stand  in  the  Debenture  Account  as  a  liability  at  their  nominal 
amount,  and  on  the  Balance  Sheet  a  note  of  the  amount  at 
which  they  are  repayable  should  be  given.  Any  discount  or 
premium  on  issue  will  have  been  treated  as  previously  described. 

Where  a  Sinking  Fund  is  formed  to  provide  for  redemption 
of  the  Debentures,  the  same  should  also  include  provision  for 
the  payment  of  the  premium  on  redemption,  otherwise  the 
premium  must  be  provided  for  out  of  profits  for  the  period 
of  the  Debentures. 

Occasionally  Companies  issue  their  own  Debentures  as  collateral 
security  against  a  Bank  Overdraft  or  Loan.  When  this  is 
done,  a  note  will  be  made  in  the  Debenture  Account,  but  nothing 
will  be  extended  into  the  accounting  column.     On  the  Balance 
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Sheet  itself,  against  the  Bank  Overdraft  or  Loan,  the  nominal 
value  of  Debentures  issued  as  collateral  security  will  be  shown 
in  short  by  way  of  a  note.  Such  Debentures  will  not  be  deemed 
to  have  been  redeemed  by  reason  only  of  the  account  against 
which  they  have  been  issued  having  been  discharged  whilst 
Debentures  remain  so  deposited. 

§  10. — The  Purchase  of  a  Business  by  a  Company 

The  entries  which  a  Company  will  make  in  its  books  upon 
purchasing  a  business  from  a  Firm,  or  from  another  Company, 
whether  there  is  a  promoter  or  otherwise,  must  now  be  con- 
sidered, j 

As  a  general  rule,  upon  the  acquisition  of  such  a  business  the 
Company  takes  over  the  assets  at  a  valuation,  and  in  many 
cases  the  Company  also  takes  over  the  trade  liabilities  as  part 
of  the  consideration.  In  addition  to  the  purchase  price  of 
the  actual  assets  acquired,  a  further  sum  is  usually  payable  in 
respect  of  Goodwill,  which  is  generally  based  on  the  average 
profits  of  a  given  number  of  years.  A  Company  issuing  a  Pro- 
spectus is  required  to  state  therein  the  amount  of  the  purchase 
consideration  allotted  to  Goodwill,  but  from  a  book-keeping 
point  of  view  it  should  be  remembered  that  the  Goodwill  will  be 
represented  by  the  excess  of  the  purchase  consideration  payable 
to  the  vendor  over  the  value  of  the  actual  net  assets  acquired. 

The  Journal  entries  in  the  Company's  books  necessary  to 
record  the  purchase  of  a  business  may,  therefore,  be  expressed  in 
the  following  formula : 

(1)  Debit  accounts  with  the  various  assets  acquired,  and 
Goodwill,  and  credit  the  Vendor. 

(2)  Debit  the  Vendor  and  credit  accounts  for  the  various 
liabilities  taken  over. 

(3)  Debit  the  Vendor,  and  credit  Share  Capital  Account, 
Debenture  Account,  Cash  Account,  &c,  for  payment  of  the 
purchase  consideration. 

An  account  will  generally  be  found  in  the  books  of  new  Com- 
panies called  '  Preliminary  and  Formation  Expenses/  and  this 
is  the  account  to  which  are  charged  the  expenses  incidental  to 
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the  creation  and  flotation  of  a  Company,  of  which  the  following 
are  the  most  important : 

Stamp  duties  and  fees  on  the  Nominal  Capital,  and  stamps 
on  the  contracts  transferring  the  assets. 

The  law  costs  of  preparing  the  Prospectus,  Memorandum 
and  Articles  of  Association,  and  Contracts,  and  of  the  registra- 
tion of  the  Company. 

Accountants'  and  Valuers'  fees  for  Certificates,  &c. 

Printing  Memorandum  and  Articles  of  Association,  and  adver- 
tising issue  of  Prospectus. 

It  is  usual  to  write  off  this  account  as  soon  as  possible,  the 
usual  period  taken  for  this  purpose  being  from  three  to  five 
years. 

Underwriting  Commission  and  Commission  on  placing  Shares 
must  not  be  charged  to  this  account,  but  to  a  distinct  account, 
so  that  the  amount  thereof  may  be  shown  separately  on  every 
Balance  Sheet  until  written  off. 

§  ii. — Reserves  and  Reserve  Funds 

Most  Companies  set  aside  from  time  to  time  out  of  profits 
a  sum  to  the  credit  of  a  Reserve  Account  or  Reserve  Fund. 

A  Reserve  is  an  amount  set  aside  out  of  profits,  either  for  some 
specific  purpose,  such  as  to  provide  for  bad  debts,  or  for  the 
general  purpose  of  strengthening  the  business  by  way  of  accu- 
mulating working  capital. 

A  Specific  Reserve  is  one  which  is  provided  against  an  antici- 
pated loss. 

A  Specific  Reserve  is  a  charge  against  profits,  but  a  General 
Reserve  for  the  purpose  of  strengthening  the  business  is  strictly 
an  appropriation ;  the  difference  being  that  one  is  charged 
against  the  Profit  and  Loss  Account  before  the  net  profit  is 
arrived  at,  whereas  the  other  does  not  affect  the  net  profit  for 
the  year,  but  is  appropriated  after  the  same  is  ascertained. 

A  Reserve  Fund  is  a  Reserve  either  general  or  specific,  repre- 
sented by  investments  outside  the  business. 

The  question  as  to  whether  it  is  preferable  to  specially  invest 
Reserves  will  depend  very  largely  on  the  character  of  the  business. 
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Where  additional  Working  Capital  may  be  usefully  and  profitably 
employed  in  the  business,  it  is  sound  financial  policy  to  leave 
the  profits  carried  to  Reserve  in  the  business,  since  by  so  doing 
a  higher  return  will  be  obtained  thereon  than  if  the  Reserve  were 
invested  in  Gilt-edged  securities.  If,  however,  it  is  desired  to 
reserve  more  than  can  be  profitably  utilized  in  the  business, 
specific  investment  should  be  made  in  Gilt-edged  securities  to 
the  extent  of  the  sum  reserved,  and  in  this  manner  realizable 
assets  can  be  utilized  at  any  moment  should  there  be  a  sudden 
call  upon  the  business. 

It  by  no  means  follows  that  because  a  Reserve  is  not  repre- 
sented by  special  investments  that  the  business  is  not  in  a  sound 
position  ;  for  the  fact  of  the  Reserve  being  utilized  in  the  business 
may  imply  that  the  business  is  progressing,  and  utilizing  to  the 
full  all  the  Working  Capital  that  is  available.  At  the  same 
time  the  existence  of  such  a  Reserve  depends  entirely  upon 
the  values  placed  upon  the  assets,  and  if  these  are  excessive 
owing  to  the  omission  of  proper  provision  for  Depreciation  or 
other  causes,  the  Reserve  may  be  a  Nominal  Reserve,  or  may 
be  considerably  less,  in  fact,  than  the  figure  at  which  it  appears 
in  the  Balance  Sheet. 

A  Secret  Reserve  is  one  the  existence  of  which  is  not  disclosed 
on  the  face  of  the  Balance  Sheet.     It  may  be  created : 

(a)  By  writing  down  investments  or  other  assets  below  their 
real  value. 

(b)  By  creating  excessive  Reserves  for  bad  debts  or  other 
contingencies. 

(c)  By  charging  Capital  Expenditure  to  Revenue. 

(d)  By  undervaluing  Stock-in-trade. 

(e)  By  writing  down  Goodwill  below  its  true  value. 

The  object  generally  is  to  enable  the  Company  concerned  to 
avoid  violent  fluctuations  in  the  Profits,  and  so  maintain  the 
Dividends,  and  prevent  any  disturbance  of  confidence  in  the 
Company,  or  undue  variation  in  the  market  value  of  Shares. 
Secret  Reserves  are  principally  utilized  by  Banking  Companies, 
who  have  found  it  essential  to  create  these  Reserves  in  order 
to  maintain  their  credit. 


214  LIMITED  COMPANIES 

§  12. — Profit  and  Loss  Appropriation  Account 

It  has  already  been  shown  that  the  Capital  of  a  Limited  Com- 
pany is  fixed,  and  therefore  any  balance  on  the  Profit  and  Loss 
Account  is  not  utilized  in  the  reduction  or  increase  of  the  Share 
Capital  itself,  but  is  carried  over  to  the  Appropriation  Account, 
which  is  the  third  section  of  the  Profit  and  Loss  Account.  Any 
balance  on  this  account  remaining  after  the  payment  of  Dividends 
will  be  brought  down  at  the  end  of  the  year,  and  the  net  profit 
for  the  period  will  then  be  credited  thereto.  Usually,  after 
transferring  a  certain  amount  to  Reserve  Fund  and  paying 
certain  Dividends,  the  balance  on  the  Appropriation  Account  is 
carried  forward  to  the  next  period,  when  the  same  procedure 
will  be  gone  through  again. 

The  Dividends  as  declared  will  be  debited  to  the  Appropria- 
tion Account  and  carried  over  to  the  credit  of  a  separate  Dividend 
Account.  As  the  Dividend  is  paid,  so  the  cash  necessary  for 
the  payment  will  be  debited  thereto,  generally  in  one  sum  ;  the 
amount  credited  to  Cash  Account  being  transferred  to  a  special 
Banking  Account,  against  which  the  dividend  warrants  are 
drawn. 

Although,  unless  Dividends  are  declared  free  of  tax,  Income 
Tax  must  be  deducted  from  the  sum  due  to  each  Shareholder, 
this  will  not  be  taken  into  consideration  in  transferring  from  the 
Appropriation  Account  to  the  Dividend  Account ;  but  after  the 
Dividend  Account  has  been  credited,  the  sum  paid  to  the  Share- 
holders will  be  paid,  less  tax,  and  debited  thereto,  and  the  credit 
balance  on  the  account,  representing  the  tax,  will  be  transferred 
to  Income  Tax  Account. 

§  13.— Auditors 

Every  Limited  Company  is  required  to  appoint  Auditors 
each  year  for  the  purpose  of  examining  the  accounts  of  the 
Company,  and  reporting  to  the  Shareholders  on  every  Balance 
Sheet  laid  before  the  Company  in  General  Meeting.  The  Auditors 
are  entitled  to  have  access  at  all  times  to  the  books,  accounts, 
and  vouchers  of  the  Company,  and  to  require  such  information 
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and  explanation  as  may  be  necessary  for  the  purpose  of  their 
duties  from  the  Directors  and  officers  of  the  Company. 

The  report  of  every  Balance  Sheet  laid  before  the  Company 
in  General  Meeting  must  state  whether  the  Auditors  have  ob- 
tained all  the  information  and  explanations  they  have  required, 
and  whether,  in  their  opinion,  the  Balance  Sheet  referred  to  in 
their  report  is  properly  drawn  up  so  as  to  exhibit  a  true  and 
correct  view  of  the  state  of  the  Company's  affairs  according  to 
the  best  of  their  information  and  the  explanations  given  to 
them,  and  as  shown  by  the  books  of  the  Company. 

An  Audit  may  be  said  to  be  such  an  examination  of  the  books, 
accounts,  and  vouchers  of  the  business  as  shall  enable  the  Auditor 
to  satisfy  himself  whether  or  not  the  Balance  Sheet  is  properly 
drawn  up  so  as  to  exhibit  a  true  and  correct  view  of  the  state 
of  the  affairs  of  the  business,  according  to  the  best  of  his  inform- 
ation and  the  explanations  given  to  him,  and  as  shown  by  the 
books  ;    and  if  not,  in  what  respects  it  is  untrue  or  incorrect. 

The  principal  objects  of  an  Audit  are — 

(a)  The  detection  of  fraud, 

(b)  The  detection  of  errors, 

and  coincident  with  them  the  prevention  of  fraud  and  errors  by 
reason  of  the  moral  effect  of  the  Audit. 

In  the  course  of  his  duties  the  Auditor  must  exercise  reason- 
able skill  and  diligence,  and  must  not  confine  himself  to  a  mere 
comparison  of  the  Balance  Sheet  with  the  books. 

In  the  case  of  Limited  Companies,  the  fact  that  the  control 
of  the  business  is  vested  in  the  Directors  renders  it  necessary 
that  some  means  should  be  utilized  in  order  that  the  Shareholders 
may  be  assured  that  the  accounts  presented  to  them  by  the 
Board  correctly  represent  the  state  of  affairs  of  the  Company. 
It  is  impossible  for  individual  Shareholders  to  be  familiar  with 
the  detail  of  all  the  various  businesses  in  which  they  may  be 
interested  as  Shareholders  ;  moreover,  the  Articles  of  Com- 
panies, as  a  rule,  do  not  permit  individual  Shareholders  to  have 
access  to  the  books  and  accounts.  Consequently,  as  a  body,  they 
are  to  this  extent  dependent  upon  the  Auditors  appointed  by  them, 
who  are  usually  Professional  Accountants  of  experience  and  repute. 
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§  14. — Illustration 

Prepare  from  the  following  list  of  Balances  and  the  adjust- 
ments mentioned  thereunder,  a  Trading  and  Profit  and  Loss 
Account  for  the  year  ending  31st  December,  1914,  and  a  Balance 
Sheet  as  on  that  date. 

Balances,  31ST  December,  1914 

£      s.    d. 
Share  Capital  (Authorized,  £37,500,  in  37,500  Shares  of 

£  1  each.     Issued,  37,500  Shares,  10/- called  up)            .  18,750 

Calls  paid  in  advance    .......  63 

Sales 30,921 

Land  and  Buildings       .  .  .  .  .  .  .11,140 

Machinery  and  Plant    .......  8,900 

Patents        .........  600 

Wages          .........  9,731 

Salaries        .........  645 

Calls  in  arrear      ........  125 

Cash  in  hand        ........  30 

Cash  at  Bank       ........  2,052 

Fire  Insurance      ........  97 

Discount  (Debit  balance)        .          .          .          .          .          .  414 

Sales  Returns       ........  741 

Stock  (1st  January,  1914) 4,437 

4£%  Debentures  ........  5,000 

Purchases    .........  16,480 

Trade  Expenses   ........  491 

Travelling  Expenses      .......  435 

Sundry  Debtors   ........  10,070 

Debenture  Interest        .......  225 

Bad  Debts  (Debit  balances)  ......  274 

Bad  Debts  Reserve  (1st  January,  1914)            .          .          .  500 

Sundry  Creditors            . 5.93° 

Purchase  Returns          .          .          .          .          .          .          .  1,710 

Reserve        .........  3,5°° 

Rates  and  Taxes            .......  160 

Profit  and  Loss  Account  (Balance,  1st  January,  1914)       .  1,613 

Dividend  (paid  12th  February,  191 4)       ....  937 


Adjustments 

(1)  Depreciation  is  to  be  charged  on  Machinery  and  Plant  at 
10%  and  on  Patents  at  15%. 

(2)  £15  of  the  Fire  Insurance  is  unexpired  and  must  be  carried 
forward. 

(3)  Reserve  5%  on  Sundry  Debtors  for  bad  and  doubtful 
debts. 
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(4)  Provide  5%  on  the  net  profits  for  the  year  as  a  bonus 
for  the  Manager. 

(5)  Stock-on-hand  valued  at  £5,124  6s.  id. 


Trading  and  Profit  and  Loss  Account  for  the  Year  ended 
Dr.  3 ist  December,  1914  Cr. 


To  Stock,  ist  Jan.  19 14 
,,  Purchases 

£16,480     4  4 
Less  Re- 
turns    1,710  17  9 


,,  Wages  . 

,,  Balance.being  Gross 
Profit  . 


To  Salaries 
,,  Fire  Insurance 
,,  Discount 
,,  Trade  Expenses 
,,  Travelling  Expenses 
,,  Debenture  Interest 
,,  Bad  Debts     . 
,,  Rates  and  Taxes  . 
,,  Depreciation : 

Machinery 
&  Plant  £890  o  1 

Patents        90  o  4 


Balance,  being  Net 
Profit 


To  Dividend  paid  12th 
Feb.,  1 91 4 
„  Bonus  to  Manager, 
5%  on  £2,653  13  5 
„  Balance 


I       s.    d. 
4A37  11     8 


14,769     6     7 
9.731     4  10 


6,366 


35,304  15     8 


645  11  11 
82  13  4 
414  14 
49i  3 
435  10 
225  o 
277  11 
160   14 


980     o     5 
2,653  13     5 


6,366  12     7 


937  10     0 

132  13     8 
3,197     4     4 


By  Sales  £30,921  14  9 
Less  Re- 
turns    741     52 


4,267     8     o 


Stock-on-hand 
31st  Dec.  1914  . 


By  Gross  Profit 


By  Balance,  ist  Jan. 

1914 
,,    Net  Profit  1914  . 


By  Balance 


i        s.d. 

30,180     9  7 
5,124     6  1 


35,304  15  8 


6,366  12  7 


6,366  12  7 


1,613   14  7 
2,653  13  5 
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CHAPTER    XII 
MISCELLANEOUS 

§  i. — Consignments 

A  Consignment  is  entered  into  when  goods  are  forwarded  to  an 
agent  abroad  for  disposal  on  behalf  of  the  person  sending  the 
goods.  The  goods  remain  the  property  of  the  person  forwarding 
until  such  time  as  the  sale  is  effected  by  the  Consignee.  The 
method  of  recording  Consignments  in  the  books  of  the  Consignor 
is  as  follows : 

(i)  Debit  the  goods  at  cost  to  the  particular  Consignment 
account  concerned,  crediting  the  same  to  Goods  on  Consignment 
Account. 

(2)  Debit  all  expenses  to  the  particular  Consignment  account. 

(3)  Debit  proceeds  of  the  sale  when  made  to  the  personal 
account  of  Consignee,  crediting  the  same  to  particular  Consign- 
ment account. 

(4)  Debit  Consignee's  expenses  and  commission  to  the  particu- 
lar Consignment  account,  crediting  Consignee's  account. 

The  balance  on  the  particular  Consignment  account  will  then 
represent  the  profit  or  loss  on  the  consignment,  and  will  be 
transferred  accordingly. 

If  any  stock  is  still  on  hand  unsold  when  the  accounts  are 
balanced,  it  can  be  brought  down  at  cost  price  in  order  to  ascer- 
tain the  actual  profit  or  loss. 

Sometimes  a  Consignment  Outwards  Book  is  utilized  for 
recording  the  Consignments,  the  total  of  which  is  posted  to  Goods 
on  Consignment  Account.  This  is  on  the  same  principle  as  the 
Sales  Day  Book.     The  Goods  on  Consignment  Account  itself  is 
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closed  off  to  the  Trading  Account,  the  balance  thereon  being 
equivalent  to  Sales  at  Cost. 

In  the  books  of  the  Consignee  no  entry  will  be  made  for  the 
goods  until  they  are  actually  sold,  but  if  expenses  are  incurred 
these  will  be  debited  to  the  account  of  the  Consignor.  When 
the  goods  are  sold  the  amount  obtained  will  be  charged  to  the 
purchaser  and  credited  to  the  Consignor;  and  after  debiting 
commission  to  the  Consignor  (the  same  being  credited  to  Com- 
mission Account)  the  balance  of  the  Consignor's  account  will 
show  the  amount  actually  due  to  him. 


ILLUSTRATION 

On  the  3rd  January,  19 14,  Messrs.  Lee  &  Wooldridge  of  Manchester 
consigned  to  Messrs.  Snow  &  Prentice  of  Ceylon,  Cotton  Goods  of  the 
value  of  £1,320,  paying  for  freight  and  insurance  £200.  On  the  5th  March 
they  received  from  the  Consignees  the  Account  Sales,  showing  the  goods 
to  have  been  sold  for  £1,970,  and  charging  commission  at  2^%  on  the  sale 
price  and  £15  warehousing  and  cartage. 

Make  the  necessary  entries  in  the  books  of  the  Consignors  and  Consignees, 
assuming  a  Sight  Draft  for  the  balance  due  from  them  to  have  been  for- 
warded by  the  Consignees  with  the  Account  Sales. 


Account  Sales 

Account  Sales  of  Cotton  Goods  sold  by  order  and  for  account  of  Messrs.  Lee 
<S»  Wooldridge,  Manchester,  England,  by  Snow  cS-  Prentice,  Ceylon. 


Cotton  Goods 

Charges  : 
Warehousing  and  Cartage 
Commission,  2^%  on  £1,970    . 


Net  proceeds  as  per  Sight  Draft  enclosed 


E.  6-  0.  E. 
Ceylon,  12th  February,  19 14. 
(Signed)  Snow  &  Prentice. 


i        s.   d. 
1,970     o     o 


64     5     0 


1,905   15     o 
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Dr. 


Messrs.  Lee  &  Wooldridge's  Books 
Consignment  to  Snow  &  Prentice,  Ceylon 


Cr. 


1914 

Jan.  3 

To  Goods     . 

£       *.  d. 
1,320     0  0 

1914 
Mar.  5 

By  Snow  & 

£      s.d. 

„  Cash,  Freight 
and  Insurance 

200     0  0 

Prentice    . 

1,970  0  0 

Mar.  5 

,,  Snow  &  Prentice 
Warehousing 
and  Cartage . 
Commission  . 

,,  Profit  and  Loss 
Account 

15     00 
49     5  0 

385   15  0 

1,970     0  0 

1,970  0  0 

Dr. 

Goods  on  Consignment 

Cr. 

1914 
Mar.  5 

To  Trading  A/c     . 

£      s.d. 
1,320  0  0 

1  1914 
Jan.  3 

By  Consignment 
A/c      . 

£    s.d. 
1,320  0  0 

Dr. 


Cash 


Cr. 


1914 

Mar.  5 

To  Snow  &  Prentice 

£    s.d. 
1,905  15  0 

1914 

Jan.  3 

By  Consignment 
to     Snow     & 
Prentice — 
Freight    and 
Insurance     . 

£    s.d. 
200  0    0 

Dr. 

Snow  &  Prentice 

Cr. 

1914 
Mar.  5 

To  Consignment 
Account 

£     s.d. 
1,970  0  0 

1914 
Mar.  5 

By  Consignment 
Account — 
Warehousing 
and  Cartage . 
Commission    . 
„  Cash  (Sight 
Draft) 

£    s.d. 

m 
I5OO 

49    5  0 
1,905  15  0 

1,970  0  0 

1,970    0  0 

Dr. 

CONSIGNMENTS 
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Cr. 

1914 

Mar.  5 

By  Consignment 
to  Snow  & 
Prentice 

£  s.  d. 
385  15  0 

Dr. 

Messrs.  Snow  &  Prentice's  Books 
Lee  &  Wooldridge 

Cr. 

1914 
Feb.  1 

„    15 

To  Cash— Ware- 
housing and 
Cartage 

,,    Commission 

„    Cash     . 

£      s.  d. 

15     0  0 

49     5  0 
1,905   15  0 

1914 
Feb.  15 

By  Sundry 
Debtors 

£      s.d. 
1,970  0  0 

1,970     0  0 

1,970  0  0 

Dr. 

Sundry  Debtors 

Cr. 

1914 
Feb.  15 

To  Lee  &  Wool- 
dridge   . 

£    s.  d. 
1,970  0  0 

Dr. 

Commission 

Cr. 

1914 
Feb.  15 

By  Lee  &  Wool- 
dridge . 

£    s.    d. 
49     5     0 

Dr. 

Cash 

Cr. 

1914 
Feb.  1 

»    15 

By  Lee  &  Wool- 
dridge, Ware- 
housing   and 
Cartage 

„  Lee  &  Wool- 
dridge   Sight 
Draft  . 

£    s.    d. 

15    0  0 
1,905  15  0 

§  2. — Average  Date 

By  Average  Date  is  meant  the  mean  date  upon  which  a  single 
payment  can  be  equitably  made  in  lieu  of  several  payments  at 
various  dates.  This  method  is  frequently  used  in  calculating 
interest  on  Partners'  Drawings  made  in  varying  amounts  over 
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a  period ;  a  mean  date  at  which  the  total  sum  may  be  said  to 
have  been  drawn  being  thus  used,  giving  the  same  amount  of 
interest  as  if  separate  calculations  were  made  in  respect  of  each 
drawing. 

Average  Date  is  also  used  where  several  transactions  falling 
due  for  settlement  at  various  dates  are  settled  in  total  on  one 
date.  Thus,  where  Bills  of  Exchange  for  various  amounts 
fall  due  at  various  dates,  the  whole  sum  can  for  convenience 
be  settled  in  one  payment  on  the  mean  date  without  any 
interest  being  given  or  received. 

The  principle  of  Average  Date  can  also  be  used  for  calculating 
interest  in  Accounts  Current. 


ILLUSTRATION 

A.  Rowe,  a  Partner  in  the  firm  of  Messrs.  Chandler,  Rowe  &  Sons,  has 
withdrawn  for  private  purposes  the  following  sums  during  the  half-year 
ended  31st  December,  19 14.     5%  interest  is  chargeable  on  drawings. 

£ 


July  20th 
August  31st    . 
October  23  rd  . 
November  30th 
December  22  nd 
Ascertain  the  Average  Date  of  these  drawings. 


250 

173 
no 

97 
123 


Amount. 


Date. 


No.  of  Days 
from  20th  July. 


Products. 


i 
250 

173 

no 

97 
123 

753 


1914 
July  20th 
August  31st 
October  23  rd 
November  30th 
December  22nd 


o 

42 

95 

133 

155 


7,266 
10,450 
12,901 
19,065 

49,682 


753)49,682(66  days  from  July  20th,  191 4  =  September  24th,  1914 
4,518  Average  date. 


4,502 
4,5i8 


Interest  is  therefore  chargeable  against  A.  Rowe  at  5%  on  £753  from 
24th  September  to  31st  December,  19 14. 
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§  3. — Accounts  Current 

An  Account  Current  is  an  account  of  mutual  dealings  between 
two  parties  during  a  given  period.  It  is  usual  to  charge  interest 
against  each  item  in  the  account,  the  same  being  charged  or 
credited  at  an  agreed  rate  per  cent. 

The  interest  will  be  calculated  for  the  period  covered  by  the 
due  date  of  the  particular  item  down  to  the  date  when  the  account 
is  balanced. 

The  Account  Current  is  usually  a  copy  of  the  Ledger  Account 
of  the  person  to  whom  it  is  sent,  extracted  from  the  books  of  the 
person  sending  it.  When  this  is  the  case  the  name  of  the  person 
to  whom  the  account  is  sent  will  appear  first,  and  the  name  of 
the  person  sending  it  will  appear  last.  Thus,  if  H.  Jones  sends 
an  Account  Current  to  J.  Robinson,  the  Account  will  be  headed 
'  J.  Robinson  in  account  with  H.  Jones.'  If  the  Account  is 
forwarded  by  H.  Jones  to  J.  Robinson  and  is  headed  *H.  Jones 
in  account  with  J.  Robinson,'  the  sides  will  be  reversed,  and 
the  Account  when  received  by  J.  Robinson  should  agree  with 
H.  Jones's  Account  in  his  own  books. 

The  commonest  form  of  a  Current  Account  without  interest 
is  a  Bank  Pass  Book,  and  what  has  been  stated  above  is  appli- 
cable thereto,  except  that  interest  on  a  Current  Account  is  not 
usually  allowed ;  but  interest  will  be  charged  on  an  Overdraft. 

ILLUSTRATION 

The  following  particulars  are  taken  from  the  Account  of  A.  Brown  in 
the  Ledger  of  Messrs.  Wallace  &  Webb.  Prepare  an  Account  Current  to 
be  rendered  to  A.  Brown  on  the  ist  January,  191 5,  charging  interest  on 
each  item  at  5  per  cent. 

1914 

July    1.  Balance  due  from  A.  Brown 

,,     17  Goods  sold  to  A.  Brown     . 

Aug.    7.  Goods  bought  from  A.  Brown     . 

,,    29.  Received  remittance  from  A.  Brown    . 

Sept.  5.  Purchased  from  A.  Brown  goods  valued  at 

„     19.  Paid  A.  Brown  .... 

Oct.  23.  Sold  to  A.  Brown  goods     . 

Nov.   7.  Sold  to  A.  Brown  goods     . 

,,    17.  Purchased  from  A.  Brown  goods 

Dec.    9.  Received  cash  from  A.  Brown     . 

*5 


£     *.  d. 

237  0  0 

349  0  0 

397  0  0 

150  0  0 

426  0  0 

380  0  0 

253  0  0 

339  0  0 

275  0  0 

300  0  0 
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§  4. — Receipts  and    Payments   Accounts   and   Income    and 
Expenditure  Accounts 

A  Receipts  and  Payments  Account  is  a  classified  summary  of 
the  cash  receipts  and  payments  during  a  given  period.  It  will 
start  with  the  Opening  Cash  Balance,  will  include  all  receipts 
and  payments,  no  matter  to  what  period  the  transactions  settled 
related,  or  whether  the  receipt  or  payment  was  of  a  Capital 
nature  or  otherwise,  and  will  close  with  the  Closing  Cash 
Balance. 

The  balance  of  Receipts  and  Payments  Account  will  represent 
either  the  cash  in  hand  or  overdrawn.  The  receipts  usually 
appear  on  the  debit  side  and  the  payments  on  the  credit 
side. 

An  Income  and  Expenditure  Account  is  the  account  of  an 
individual  or  non-trading  concern  showing  the  income  earned 
during  a  period,  whether  actually  received  or  not,  and  the  ex- 
penditure during  that  period,  whether  actually  paid  or  otherwise. 
All  items  relating  to  previous  or  subsequent  periods,  and  all 
Capital  items,  will  be  excluded  from  the  Income  and  Expenditure 
Account. 

The  Income  and  Expenditure  Account  is  usually  in  the  Profit 
and  Loss  Account  form,  the  Income  appearing  on  the  credit 
side  and  the  expenditure  on  the  debit  side.  The  balance  of  the 
Account  shows  the  excess  of  income  over  expenditure  for  the 
period,  or  vice  versa. 

A  Receipts  and  Payments  Account  does  not  necessarily  give 
any  indication  as  to  the  result  of  carrying  on  business  for  a 
period,  but  will  merely  indicate  the  cash  position.  The  reason 
for  this  is  that  fluctuations  in  debtors  and  creditors,  or  in  the 
value  of  stock  held,  bad  debts,  depreciation,  &c,  cannot  be 
adjusted  through  a  Cash  Account.  It  is,  however,  possible  by 
ascertaining  the  outstanding  assets  and  liabilities  at  the  beginning 
and  end  of  the  period  to  compile  an  Income  and  Expenditure 
Account  which  will  show  the  true  result  of  operations  for  the 
actual  period. 


228 


MISCELLANEOUS 


ILLUSTRATION 

The  following  Account  of  Receipts  and  Payments  has  been  drawn  up 
from  the  Cash  Book  of  the  Ancient  Amateur  Cricket  Club  for  the  year 
ended  31st  December,  19 14. 


Dr.                      Receipts 

AND 

Payments  Account 

Cr. 

Receipts. 

I 

s.  d. 

Payments. 

i     s.d. 

To  Balance  1st  Jan.  1914    . 

25 

9  3 

By  Rent      . 

120     00 

,,  Gate  Receipts 

112 

I   3 

,,    Rates     . 

48     0  0 

,,  Entrance  Fees 

23 

2  0 

,,    Printing  and  Adver- 

,, Subscriptions — 

tising  . 

80     0  0 

Playing  Members,  191 3 

6 

6  0 

,,    Wages  and  Fees 

120     00 

1914 

60 

0  0 

,,    Decoration  of  Pavi- 

Hon. Members,   191 3  . 

26 

0  0 

lion 

20   18  6 

1914  • 

472 

10  0 

,,    Stationery  and  Post- 

1915 • 

12 

0  0 

age 

27   16  0 

,,  Dividends  on  Invest- 

,,   Matting  Wicket  and 

ments     . 

H 

2  3 

accessories    . 

,,  Extension  of  Pavi- 
lion, and  seating 
accommodation     . 

,,  Players'  Travelling 
Expenses 

„  Bats,  Balls,  Netting, 
&c.       , 

,,    Balance 

22     2  6 

195   13  0 
50     0  0 

45     7  3 
21    13  6 

751 

10  9 

751    10  9 

An  examination  of  the  invoices,  vouchers,  and  other  records  discloses 
the  following  information  :  Rent  has  only  been  paid  for  the  three  quarters 
ended  29th  September,  and  Rates  have  been  paid  in  advance  to  the 
extent  of  £12.  There  is  £18  owing  for  wages  and  Umpire's  fees,  and  an 
account  for  £5  gs.  ^d.  in  connection  with  Bats,  Balls,  &c,  is  still  outstand- 
ing. Playing  Members'  Subscriptions  are  in  arrears  for  the  year  to  the 
extent  of  £4,  and  the  amount  still  owing  by  Honorary  Members  is  ^42  105. 

Make  out  an  Income  and  Expenditure  Account  for  the  year  ended 
31st  December,  191 4. 
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The  Ancient  Amateur  Cricket  Club 

Income  and  Expenditure  Account  for  the  year  ended 

31ST  December,  1914 


Dr. 

Cr. 

Expenditure. 
To  Rent 
,,  Rates 

i    s.  d. 

160   0    0 

36  0    0 

Income. 
By  Gate  Receipts 
,,    Entrance  Fees 

i     s.d. 
H2    1     3 

23    2     O 

, ,  Printing  and  Advertising 
,,  Wages  &  Umpire's  Fees 
,,  Decoration  of  Pavilion  . 

80   0   0 
138   0   0 

20  18    6 

,,    Subscriptions — 

Playing  Members 
Hon.  Members     . 

64    O     O 
515    O     O 

,,  Stationery  and  Postage. 
, ,  Matting  Wicket  and  Ac- 

27 16   0 

,,    Dividends  on  In- 
vestments . 

wZ*  3 

cessories  . 

22    2    6 

,,  Players'  Travelling  Ex- 

penses 
„  Bats,  Balls,  Netting,  &c. 
,,  Balance,    excess   of   in- 

50  0    0 
S016    7 

come  over  expenditure 

142  11  n 

728    5    6 

728   5    6 

§  5. — The  Double  Account  System 

The  Double  Account  System  is  a  system  of  book-keeping 
used  by  Companies  formed,  generally  under  special  Act  of  Parlia- 
ment, to  construct  and  work  undertakings  of  a  public  nature 
involving  heavy  permanent  Capital  Expenditure.  The  object 
of  the  system  is  to  show  what  Capital  has  been  raised  for  the 
purpose  of  the  undertaking,  and  what  Capital  has  been  expended 
upon  the  undertaking,  rather  than  to  show  the  present  value 
of  the  assets  at  any  given  date,  which  latter  is  the  object  of  the 
ordinary  system  of  accounts. 

In  order  to  do  this  clearly  the  Balance  Sheet  is,  in  effect,  divided 
up  into  two  parts,  the  first  being  called  a  Capital  Account,  showing 
upon  the  credit  side  the  capital  receipts  to  date,  and  upon  the 
debit  side  the  expenditure  to  date,  the  balance  being  carried 
to  the  Balance  Sheet  proper,  which  contains,  in  addition,  the 
floating  assets  and  liabilities,  revenue  balances,  reserves,  &c. 

Provision  for  depreciation  is  not  made  in  the  usual  way,  the 
principle  being  to  charge  up  to  revenue  all  repairs,  renewals, 
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and  replacements  as  and  when  they  are  made.  In  certain  cases, 
particularly  in  Gas  and  Electric  Companies,  a  Depreciation 
Fund  is  raised  to  provide  for  heavy  renewals,  usually  of  lease- 
hold works. 


ILLUSTRATION 

Prepare  a  Revenue  Account,  Capital  Account,  and  Balance  Sheet  from 
the  following  Trial  Balance  : 

Bridgeton  Electric  Lighting  Company,  Limited 


Trial  Balance,  30TH  June, 

19 

M 

1913 

June  30th.     Nominal  Capital,  10,000  Shares,  ^10 

each. 

i 

£ 

I 

20,000 

Subscribed  5,000  Shares,  £\o  each,  £$  paid 

25,000 

1 5 ,000 

6%  Debentures           .... 

15,000 

1,000 

Depreciation  Fund     .... 
Debenture  Interest     .... 

900 

1,000 

9,3<>o 

Freehold  Land  ..... 

9,300 

4,000 

Buildings            ..... 

5,000 

6,000 

Machinery  at  Station 

10,000 

5,000 

Mains        ...... 

8,000 

I.OOO 

Transformers,  Motors,  &c. 

2,000 

500 

Meters       ...... 

1,500 

300 

Electrical  Instruments 

400 

1,600 

General  Stores  (Cables,  Mains,  Lamps) 
Stock 

in 

2,350 

250 

Office  Furniture          .... 
Coal  and  Fuel    ..... 
Oil,  Waste,  Engine  Room  Stores 
Coal,  Oil,  Waste,  &c,  in  stock     . 
Wages  at  Station        .... 
Repairs  and  Replacements 
Rates  and  Taxes         .... 
Salaries  of  Secretary,  Manager,  &c. 
Directors'  Fees            .... 
Stationery,  Printing,  and  Advertising  . 
Incidental  Expenses  .... 
Law  Charges      ..... 
Sales  by  Meter  ..... 
Sales  by  Contract       .... 
Meter  Rents       ..... 
Sundry  Creditors        .... 
Sundry  Debtors          .... 
Cash  in  Hand  and  at  Bank 

250 

1,900 

750 

100 

3,000 

500 

300 

1,500 

1,000 

600 

100 

200 

3,100 
3,300 

8,750 

5,000 

300 

1,000 

56,050 

56,050 

THE  DOUBLE  ACCOUNT  SYSTEM 
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Revenue  Account 
Year  ended  30TH  June,  191 4 


Cr, 


£ 

i 

To  Coal  and  Fuel 

1,900 

By  Sale  of  Current  per 

,,  Oil,  Waste,  and  Engine 

meter 

8.75o 

Stores 

75o 

,,    Sale  of  Current  under 

,,  Wages 

3,000 

Contracts 

5,000 

,,  Repairs  and  Replacements 

500 

,,    Rental  of  Meters 

300 

,,  Rates  and  Taxes 

300 

,,  Directors'  Remuneration 

1,000 

,,  Salaries  of  Staff 

1,500 

„  Stationery  and  Printing     . 

600 

,,  General  Establishment 

Charges 

100 

,,  Law  Expenses 

200 

,,  Balance  carried  to  Net 

Revenue  Account  . 

4,200 

14,050 

14,050 

Dr.                                 Net  Revenue  Account 

Cr. 

To  Debenture  Interest  . 
,,  Balance 

i 

900 
3,300 

By  Revenue  Account 
By  Balance     . 

4,200 

4,200 

4,200 

3.3oo 
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Capital  Account 


Cr. 


Ex- 

Ex- 

Re- 

Re- 

pended 

pended 

Total 

ceived 

ceived 

Total 

to 

during 

to 

during 

30/6/13. 

Year. 

30/6/13. 

Year. 

£ 

i 

£ 

i 

i 

i 

To  Land  and  Free- 

By Ordi- 

hold Buildings 

13.300 

I.OOO 

14.300 

nary 

,,  Generating 

Shares 

20,000 

5,000 

25,000 

Machinery 

,,  Deben- 

and Tools     . 

6,000 

4,000 

10,000 

tures   . 

15,000 

15,000 

,,  Accumulators, 

Motor  Trans- 

formers,   and 

Apparatus  in 

Sub-stations . 

1,000 

I.OOO 

2,000 

,,  Mains     . 

5,000 

3,000 

8,000 

,,  Meters    . 

500 

I.OOO 

i.qoo 

,,  Electrical     In- 

struments 

300 

IOO 

400 

,,  General  Stores 

1,600 

750 

2,35o 

,,  Furniture     for 

Office  . 

250 

250 

Total  Expenditure 

27.950 

10,850 

38,800 

Balance  of  Capital 

Account 

1,200 

40,000 

35,000 

5,000 

40,000 

Dr. 


Balance  Sheet,  30TH  June,  1914 


£ 

£ 

To  Capital  Account : 

By  Capital  Account : 

Amount  received 

40,000 

Amount  expended 

38,800 

,,  Sundry  Creditors    . 

1,000 

,,    Stores  on   Hand,  Coal, 

,,  Net  Revenue  Account : 

Oil,  Waste,   &c. 

100 

Balance  at  credit  thereof 

3.300 

,,    Sundry  Debtors  . 

3,100 

,,  Depreciation  Fund 

1,000 

,,    Cash  at  Bankers  and  in 

Hand 

3.300 

45.300 

45.300 

, — , — — — _*_ — * . 
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§  6 — Joint  Ventures 

A  Joint  Venture  is  in  reality  a  Partnership  confined  to  a 
particular  transaction  or  course  of  transactions,  the  parties 
thereto  using  no  Firm  Name,  and  not  incurring  responsibility 
beyond  the  scope  of  the  venture. 

Each  party  to  a  Joint  Venture  should  record  in  his  books  a 
Joint  Account  with  the  other  party  or  parties,  and  all  trans- 
actions into  which  he  enters  on  behalf  of  the  Joint  Venture 
should  be  recorded  through  such  Joint  Account. 

A  Joint  Venture  Account  will  be  prepared  independently  of 
the  books,  including  all  income  and  expenditure  in  respect 
thereof,  and  the  profit  shown  thereby  will  be  divided  amongst 
the  parties  interested  in  accordance  with  their  rights  and  interests. 
Each  party  to  the  Joint  Venture  will  then  debit  the  Joint  Account 
in  his  own  books  with  the  profit  due  to  him,  and  credit  Profit 
and  Loss  Account  therewith,  and  the  balance  of  the  Joint  Account 
will  then  be  due  to  him  from  the  other  parties  if  it  is  a  debit 
balance,  or  from  him  to  the  other  parties  if  it  is  a  credit  balance. 

Very  frequently  interest  is  charged  against  all  items  entering 
into  the  Accounts.  For  information  as  to  the  keeping  of  Joint 
Venture  or  Joint  Consignment  Accounts  where  this  is  done,  see 
Spicer  and  Pegler's  Book-keeping  and  Accounts,  Chapter  V.  §  8. 


ILLUSTRATION 
On  January  1st,  1914,  A  and  B  entered  into  a  Joint  Venture: 

A  supplied  goods  valued  at  ^1,000. 

B  forwarded  to  A  goods  valued  at  ^1,750,  and  incurred  expenses 
j£i2  i08.6d.  He  drew  on  A  for  £500.  A  incurred  expenses  for  freight, 
^31  105.  A  sold  the  whole  of  the  goods  through  a  broker  for  £3,150,  the 
broker's  commission  being  at  the  rate  of  1  %  on  the  gross  proceeds. 

Prepare  a  Joint  Venture  Account,  and  show  the  Account  kept  in  the 
Ledgers  of  A  and  B  respectively,  the  broker  having  remitted  the  net 
proceeds  to  A. 
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Joint  Venture  Account 


Cr. 


To  Goods,  A 
.,      B 
,,  Freight,  A 
,,  Expenses,  B     . 
„  Profit      . 

£        *<    d. 

1,000     o     o 
1,750     0     0 

31  10    0 

12   10     6 
324     9     6 

By  Sale       ^3,150     0     0 
Less  Bro- 
kerage         31    10     0 

£        s.    d. 
3,118   10     0 

By  Profit      . 

3,118   10     0 

3,118  10     0 

ToA    . 
..  B   . 

162     4     9 
162     4     9 

324     9     6 

324     9     6 

324     9     6 

Dr. 


A's  Books 
Joint  Account  with  B 


Cr. 


To  Goods 
,,  Freight   . 
„  Bill 
„  Profit      . 
,,  Balance  . 

£       ».     d. 

1 ,000     0     0 

31   10     0 

500     0     0 

162     4     9 

1.424  15     3 

By  Cash 
By  Balance  . 

i        s.    d. 
3,118   10     0 

3,118  10     0 

3,118   10     0 

1.424  15     3 

Dr. 

B's  Books 
Joint  Account  with  A 

Cr. 

To  Goods     . 
,,  Expenses 
„  Profit      . 

£      s.     d. 

1,750     0     0 

12   10     6 

162     4     9 

By  Bill 
,,    Balance  . 

£       »•   *• 
500     0     0 

1.424  15     3 

1.924  15     3 

1.924  15     3 

To  Balance  . 

1.424  IS     3 
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§  7. — Branch  Accounts 

Where  a  business  is  carried  on  at  a  Principal  Office  and  there 
are  subsidiary  Branches  also  carrying  on  business,  it  is  possible 
and  convenient  for  each  Branch  to  keep  its  own  accounts.  To 
enable  this  to  be  done  the  Branch  will  have  the  necessary  books 
of  account  as  if  it  were  carrying  on  business  independently. 

The  Head  Office  will  debit  the  Branch  Account  with  all  money 
or  goods  sent  to  the  Branch,  and  will  credit  the  Branch  Account 
with  all  money  or  goods  received  from  the  Branch. 

The  Branch  will  credit  a  Head  Office  Account  with  all  money 
or  goods  received  from  the  Head  Office,  and  will  debit  the  Head 
Office  Account  with  all  money  or  goods  sent  to  the  Head  Office. 

The  result  of  this  is  that  the  Branch  Capital  Account  will  be 
the  Current  Account  for  the  Head  Office,  and  this  account  should, 
subject  to  any  necessary  adjustment  (e.g.  for  goods  or  money 
in  transit),  be  exactly  represented  by  an  account  showing  the 
sides  reversed  against  the  Branch  in  the  Head  Office  books. 

It  will  be  understood  from  this  that  by  combining  the  two  sets 
of  accounts  and  eliminating  the  Branch  Account  in  the  Head 
Office  books,  and  the  Head  Office  Account  in  the  Branch  books, 
the  whole  of  the  transactions  of  the  Head  Office  and  Branch 
can  be  amalgamated  into  one  series  of  accounts,  and  this  may 
be  done  by  a  combination  of  the  Trial  Balances.  A  more  simple 
way,  however,  is  for  the  Branch  to  prepare  its  own  accounts  and 
to  send  them  to  the  Head  Office,  after  closing  off  its  Profit  and 
Loss  Account  to  the  Head  Office  Account.  The  Head  Office  will 
then  debit  the  Branch  Account  with  any  profit  shown  in  the 
accounts  prepared  by  the  Branch,  crediting  Profit  and  Loss  Account 
therewith,  and  the  debit  balance  subsequently  brought  down 
against  the  Branch  should  then  equal  the  credit  balance  shown  in 
the  Branch  Accounts  in  favour  of  the  Head  Office. 

The  debit  balance  against  the  Branch  in  the  Head  Office 
books  will  always  equal  in  value  the  net  assets  at  the  Branch, 
and  for  this  reason  it  may  be  said  to  represent  the  Branch 
Capital.  That  it  does  so  is  evident,  since  the  Head  Office  Account 
in  the  Branch  books  is  merely  equivalent  to  the  excess  of  assets 
over  liabilities. 
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ILLUSTRATION 

A  Company  opens  a  new  Branch  on  the  1st  January,  19 14,  forwarding 
thereto  goods  valued  at  ^2,100  and  cash  £200.  During  the  ensuing  half-year 
the  Head  Office  forwards  another  ^600  of  goods,  and  the  Branch  remits  cash 
to  the  Head  Office  from  time  to  time  to  the  extent  of  ^841  35.  2d.  At  the 
30th  June,  1 9 14,  the  Branch  credits  the  Head  Office  with  its  net  profit 
of  £174  is.  yd.,  at  which  date  the  Branch  liabilities  are  ^240,  and  its 
assets  consist  of — 

£       s.  d. 

Stock       .          .          .          .          .          .          .                2,210     3  9 

Debtors   ........         201     4  11 

Cash         ........           61   10  9 

Show  the  Branch  Account  in  the  Head  Office  books,  bringing  down  the 
balance  due  to  the  Head  Office  at  the  30th  June,  1914. 


Head  Office  Books 


Dr. 

Branch  Account 

Cr. 

To  Goods 
„  Cash 
,,  Goods 

,,  Profit,  carried  to  Profit 
and  Loss  Account  . 

£     s.     d. 

2,100     0     0 

200     0     0 

600     0     0 

174     2     7 

By  Cash      . 
„    Balance 

£        s.   d. 

841     3     2 

2,232  19     s 

3.074     2     7 

3.074     2     7 

To  Balance 

2,232  19     5 

Note. — The  balance  brought  down  equals  the  Net  Assets  at  the  Branch, 


Stock 

Debtors 

Cash 


Less  Liabilities. 


£  s.  d. 

2,210  3  9 

201  4  11 

61  10  9 

2,472  19  5 

240  o  o 

2,232  19  5 


In  the  case  of  Retail  Branches,  it  is  desirable  that  the  Head 
Office  should  keep  all  the  accounts,  the  Branch  itself  merely 
advising  the  Head  Office  daily  or  weekly  of  its  transactions.  In 
such  a  case  the  Branch  will  send  in  returns  of  its  daily  takings, 
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its  expenses,  and  credit  sales  ;  and  the  Head  Office  will  charge  out 
the  goods  supplied  either  at  selling  price  or  at  a  percentage  on 
Cost,  so  as  to  keep  a  check  upon  the  Stock  of  the  Branch. 

For  full  particulars  as  to  the  control  of  Retail  Branches,  refer- 
ence should  be  made  to  Spicer  and  Pegler's  Book-keeping  and 
Accounts,  Chapter  X.  §  4. 

§  8. — Sectional  Balancing 

Where  there  are  several  ledgers  it  is  usual,  in  order  to  prevent 
trouble  in  localizing  errors  shown  to  exist  upon  taking  out  a 
Trial  Balance,  to  balance  the  ledgers  sectionally.  This  is  done 
by  preparing  Total  Accounts  in  respect  of  each  ledger  which 
it  is  required  to  prove ;  the  figures  to  be  entered  in  the  Total 
Account  being  ascertained  from  the  books  of  prime  entry. 

In  order  to  prove  a  Sales  Ledger  by  means  of  a  Total  Debtors' 
Account,  it  will  be  necessary  to  debit  the  Total  Account  with  : 

(1)  The  balance  at  the  commencement  of  the  period  as  ascer- 
tained from  the  previous  Total  Debtors'  Account. 

(2)  The  monthly  or  quarterly  totals  of  the  Sales  Day  Book. 

(3)  Any  special  items,  such  as  Dishonoured  Bills,  or  items 
which  have  been  debited  to  the  individual  accounts  in  the  Sales 
Ledger.     These  will  be  obtained  from  the  analysis  of  the  Journal. 

The  Total  Debtors'  Account  will  be  credited  with : 

(1)  Monthly  or  quarterly  totals  of  the  cash  received  on  account 
of  sales.  The  Cash  Book  should  be  ruled  with  a  special  Sales 
Ledger  column  on  the  debit  side,  into  which  all  items  of  cash 
posted  to  the  Sales  Ledger  will  be  extended. 

(2)  The  monthly  or  quarterly  totals  of  the  discount  column 
on  the  debit  side  of  the  Cash  Book. 

(3)  The  monthly  or  quarterly  totals  of  the  Bills  Receivable 
Book. 

(4)  The  monthly  or  quarterly  totals  of  the  Returns  Inwards 
Book. 

(5)  Any  special  items  which  may  have  been  credited  to  the 
individual  accounts  in  the  Sales  Ledger,  such  as  Bad  Debts, 
&c.     These  will  be  ascertained  from  the  analysis  of  the  Journal. 

The  balance  shown  on  the  Total  Debtors'  Account  should 
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then  equal  in  amount  all  the  debit  balances  of  the  Ledger  con- 
cerned, less  any  credit  balances  therein. 

If  it  is  desired  to  prove  several  ledgers  separately,  a  Total 
Debtors'  Account  will  be  opened  for  each  Sales  Ledger,  and  the 
procedure  will  be  the  same.  The  various  books  will,  however, 
have  to  be  ruled  with  special  columns,  or  separate  books  applic- 
able to  the  particular  ledgers  kept ;  otherwise,  some  system  of 
analysis  will  have  to  be  adopted. 

The  Bought  Ledgers  will  be  proved  in  an  exactly  similar 
manner  by  means  of  the  Total  Creditors'  Account. 

ILLUSTRATION 

On  the  ist  January,  1914,  the  balances  on  the  Sales  Ledger  of  A  &  Co.'s 
business  amounted  to  £2,1 46  is.  gd.  During  the  half-year  ended  30th  June, 
1914,  the  Sales,  as  per  the  Sales  Day  Book,  amounted  to  £13,169  25.  yd.  ; 
Cash  received  from  debtors,  as  per  special  column  in  Cash  Book,  amounted 
to  £11,743  2s.  5^.;  Discount  allowed  them,  as  per  Discount  column  in 
Cash  Book,  £1,105  45-  nd.;  Sales  Returns,  according  to  the  Sales  Returns 
Book,  amounted  to  £54  25.  id. ;  Bills  of  Exchange  received  from  debtors, 
as  per  Bills  Receivable  Book,  amounted  to  £600.  The  Journal  Analysis 
showed  that  the  Bad  Debts  written  off  amounted  to  £131  4s.  4^.,  and  that 
Transfers  were  made  to  the  debit  of  the  Sales  Ledger  amounting  to 
£5  135.  id. 

Compile  a  Total  Debtors'  Account,  showing  the  balance  with  which 
the  Sales  Ledger  Schedule  of  balances  must  agree. 


Dr. 


Total  Debtors'  Account 


Cr. 


To  Balance  . 
„  Sales 
,,  Transfers 

2,146     1     9 

13.169     2     7 

5  13     P 

By  Cash . 

,,    Discount 

,,    Sales  Returns 

,,    Bills  Receivable    . 

„    Bad  Debts   . 

,,    Balance 

£           s.  d. 

H.743     2     5 

1,105     4  t\ 

54     2     1 

600     0     0 

131     4     4 

1,687     3     8 

j  15,320  17     5 

15,320   17     5 

To  Balance  . 

1,687     3     8 

§  9. — Income  Tax 

Income  Tax  is  a  duty  payable  on  the  statutory  income  of 
all  individuals,  bodies,  companies,  &c,  with  certain  exceptions. 
It  is  assessed  under  five  Schedules .  as  follows : 
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Schedule  A  refers  to  income  from  the  ownership  of  lands  and  buildings. 
The  assessment  is  based  on  the  annual  value  of  the  property,  less  the 
deduction  of  one-sixth  for  repairs,  or,  in  the  case  of  agricultural  property, 
one-eighth.  Tax  is  usually  collected  from  the  tenant,  who  recoups  him- 
self from  the  landlord  upon  the  next  payment  of  rent. 

Schedule  B  refers  to  profits  derived  from  the  occupation  of  agricultural 
land.  The  assessment  is  based  on  one-third  of  the  gross  annual  value  of 
the  property,  including  the  tithe.  The  taxpayer  may1  alternately  be 
assessed  under  Schedule  D  upon  his  profits  as  ascertained  by  the  ordinary 
rules. 

Schedule  C  refers  to  interest  and  dividends  payable  out  of  Public  Funds 
of  the  United  Kingdom,  the  Colonies,  or  any  foreign  State  where  pay- 
ment is  entrusted  to  any  agent  resident  in  the  United  Kingdom.  The 
basis  of  assessment  is  the  exact  amount  of  the  interest,  &c,  paid. 

Schedule  D  refers  to  profits  from  trade  or  business,  and  any  other 
profits  which  do  not  come  under  any  of  the  other  Schedules.  The  basis 
of  assessment  is  on  the  average  of  the  three  years  completed  prior  to  the 
commencement  of  the  year  of  assessment ;  or  if  the  business  has  been 
commenced  within  three  years,  on  the  average  from  the  period  of  com- 
mencement ;  or  if  set  up  within  the  year  of  assessment,  on  an  estimate 
the  grounds  of  which  must  be  stated. 

Schedule  E  refers  to  salaries,  fees,  &c,  of  the  officials  of  the  Govern- 
ment, Corporations,  and  Public  Companies.  The  assessment  is  based 
on  the  actual  salary,  &c,  for  the  year. 

It  will  be  seen  from  the  foregoing  that  as  a  rule  the  person 
accountable  for  Income  Tax  does  not  pay  on  the  Income  he 
actually  receives  during  the  year  to  which  the  Tax  relates, 
but  on  an  Income  calculated  according  to  the  rules  and  regula- 
tions of  the  Income  Tax  Acts.  Such  Income,  when  ascertained, 
is  the  Statutory  Income  of  that  person  for  the  purpose  of  the 
Tax. 

In  the  case  of  individuals  whose  total  Statutory  Income  does 
not  exceed  £700  there  is  a  scale  of  abatements  applicable,  i.e. 
a  certain  proportion  of  that  Income  is  not  assessable  to  Tax. 

Where  the  income  of  a  person  from  all  sources  does  not  exceed 
£160  he  is  exempt. 

Exceeding  £160  but  not  exceeding  £400,  Abatement  £160 
£400     „      „  „         £500,  „         £150 

£500     m      »  „         £600,  N         £120 

£600     „      „  „         £700,  „  £7o 

A  special  abatement  of  £10  for  each  child  under  sixteen  years 
of  age  is  also  allowed  to  a  taxpayer  whose  total  income  does 
not  exceed  £500. 
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The  income  of  a  married  woman  is  to  be  regarded  as  the  income 
of  her  husband,  except  in  the  following  case :  If  the  joint  income 
of  a  husband  and  wife  does  not  exceed  £500,  and  includes  the 
profits  of  the  wife  from  any  profession  or  employment  carried 
on  or  exercised  by  means  of  her  own  personal  labour,  the  rest 
of  the  total  income  being  derived  by  means  of  the  husband's 
own  personal  labour,  and  unconnected  with  the  business  of  the 
wife,  a  separate  claim  for  exemption  or  abatement  will  be  ad- 
mitted in  respect  of  such  profits  of  the  wife. 

Life  Insurance  Premiums  can  be  claimed  as  a  deduction  from 
the  income  to  be  taxed  if  paid  on  the  claimant's  own  life  or  on 
that  of  his  wife.  The  total  amount  claimed  must  not  exceed 
one-sixth  of  the  total  income,  and  the  premium  must  be  payable 
to  an  Insurance  Office  lawfully  carrying  on  business  in  this 
country.  The  allowance  for  Life  Insurance  cannot  be  brought 
into  account  before  arriving  at  the  amount  of  abatement  allowed. 

If  a  person's  total  income  from  all  sources  does  not  exceed 
£3,000,  he  can  claim  to  be  assessed  at  a  lower  rate  in  respect 
of  any  portion  of  his  income  which  is  regarded  as  Earned  Income. 
The  rate  for  Earned  Income  where  the  total  income  does  not 
exceed  £2,000  is  gd.,  and  from  £2,000  to  £3,000  is  is.  in  the  £. 
On  all  other  cases  the  Tax  is  at  is.  2d.  in  the  £. 

The  claim  to  relief  in  respect  of  Earned  Income  must  be  made 
before  the  30th  September  of  the  year  of  assessment,  otherwise 
no  relief  will  be  granted,  and  Tax  at  the  higher  rate  will  have  to 
be  paid. 

The  principal  source  of  Income  Tax  is  that  which  is  defined 
under  Schedule  D,  which  applies  to  the  profits  on  trade  or 
business.  The  Statutory  Income  under  Schedule  D  is  arrived 
at  by  taking  the  average  of  the  three  completed  years  prior  to  the 
commencement  of  the  year  of  assessment,  the  fiscal  year  running 
from  the  6th  April  in  one  year  to  the  5th  April  in  the  next. 

The  profits  of  these  years  have  first  to  be  adjusted  in  accord- 
ance with  the  rules,  by  reason  of  the  fact  that  certain  items  which 
are  charged  in  the  Profit  and  Loss  Account  are  not  allowed  to  be 
charged  for  Income  Tax  purposes,  whereas  it  may  happen  that 
certain  items  which  are  not  charged  may  be  allowed. 
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Again,  if  any  income  included  in  the  Profit  and  Loss  Account 
has  already  been  taxed,  this  can  be  deducted  for  the  purpose  of 
arriving  at  the  assessable  profits.  After  these  adjustments  have 
been  made  the  average  of  the  adjusted  profits  is  taken,  and  this 
will  form  the  Statutory  Income  for  the  purposes  of  assessment. 

In  computing  the  profits  upon  which  the  Tax  is  assessed  under 
Schedule  D — 

Deductions  are  allowed : 

For  repairs  of  premises  for  the  purpose  of  the  trade,  &c,  and  for  the 
supply  or  repair  of  implements,  utensils,  or  articles  employed,  not  exceeding 
the  sum  usually  expended  for  such  purposes,  according  to  the  average  of 
the  three  years  preceding. 

For  debts  proved  to  be  bad,  also  for  doubtful  debts  according  to  their 
estimated  value. 

For  the  rent  of  premises  used  solely  for  the  purposes  of  business,  and 
not  as  a  place  of  residence. 

For  a  proportion,  not  exceeding  two-thirds,  of  the  rent  of  any  dwelling- 
house  partly  used  for  the  purposes  of  business. 

For  the  annual  value  of  any  premises  occupied  by  the  owner  solely 
for  the  purposes  of  business,  and  not  as  a  place  of  residence,  according 
to  the  amount  on  which  duty  has  been  paid  under  Schedule  A. 

For  a  proportion,  not  exceeding  two-thirds,  of  the  annual  value  (accord- 
ing to  the  amount  on  which  duty  has  been  paid  under  Schedule  A)  of  any 
dwelling-house  occupied  by  the  owner  and  partly  used  for  the  purposes  of 
business. 

For  any  other  disbursements  or  expenses  wholly  and  exclusively  laid 
out  for  the  purposes  of  the  trade,  &c. 

No  deductions  are  allowed : 

For  any  interest  on  capital,  for  any  annual  interest,  annuity,  or  other 
annual  payment,  payable  out  of  the  profits  or  gains,  or  for  any  royalty, 
or  other  sum  paid  in  respect  of  the  user  of  a  patent.  (The  duty  on  such 
interest,  patent,  royalty,  or  other  annual  payment  should  be  deducted 
from  the  person  to  whom  the  payment  is  made.) 

For  any  sums  paid  as  salaries  to  partners,  or  for  drawings  by  partners. 

For  any  sums  invested  or  employed  as  capital  in  the  trade  or  business, 
or  on  account  of  capital  withdrawn  therefrom. 

For  any  sums  expended  in  improvement  of  premises,  or  written  off 
for  depreciation  of  land,  buildings,  or  leases. 

For  any  loss  not  connected  with  or  arising  out  of  the  trade,  &c. 

For  any  expenses  of  maintenance  of  the  persons  assessable,  their  families, 
or  private  establishments. 

For  any  loss  recoverable  under  an  insurance  or  contract  of  indemnity. 

For  any  sum  paid  as  Income  Tax  on  profits  or  gains,  or  on  the  annual 
value  of  trade  premises. 

For  any  premium  for  life  insurance,  or  for  wear  and  tear  of  machinery 
or  plant ;  but  allowances  may  be  claimed  in  respect  of  these  items. 

16 
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Super-tax  is  a  tax  of  6d.  in  the  £  chargeable  where  the  income 
exceeds  £5,000  on  all  the  income  over  £3,000.  The  assessment 
is  based  on  the  statutory  income  of  the  previous  year.  Any 
insurance  premiums  in  respect  of  which  an  allowance  can  be 
claimed  for  Income  Tax  purposes  may  be  deducted  for  the  purpose 
of  determining  the  Statutory  Income  for  Super-Tax  purposes. 

For  further  information  on  the  subject,  reference  should  be 

made  to  Spicer  and  Pegler's  Income  Tax  in  Relation  to  Accounts. 

ILLUSTRATION 

The  following  are  the  Profit  and  Loss  Accounts  of  the  business  of  H. 
Milner  for  the  years  ended  31st  December,  1910,  191 1,  and  1912. 


1910. 

1911. 

1912. 

1910. 

1911. 

191a. 

£ 

1 

£ 

1 

£ 

£ 

To  Salaries  . 

240 

260 

280 

By  Trading  A/c 

2,140 

2,270 

3.190 

,,  Discounts 

210 

230 

300 

,,  Rent 

100 

100 

100 

,,  Travelling 

204 

270 

315 

,,  Bank  Interest  . 

10 

15 

,,  Interest      on 

Capital 

100 

100 

100 

,,  Depreciation  of 

Machinery    . 

ISO 

I3S 

122 

,,  Income  Tax 

47 

55 

S8 

„  Net  Profit 

1,079 

1,105 

1,915 

2,140 

2,270 

3,i9o 

2,140 

2,270 

3.190 

Adjust  the  foregoing  for  Income  Tax  purposes,  and  assuming  an  Allow- 
ance for  wear  and  tear  of  Machinery  of  ^130,  show  the  assessable  profit 
for  the  fiscal  year  191 3-14. 

H.  Milner 
Dr.   Profit  and  Loss  Adjustment  Accounts  for  Income  Tax   Cr. 


1910. 

1911. 

1912. 

1910. 

1911. 

1912. 

To 

Assessable 
Profit 

£ 
1,376 

i 

1,395 

1 

2,195 

By  Net  Profit  . 
, ,    Interest    on 
Capital    . 
,,  Depreciation 
,,   Income  Tax. 

i 

1,079 

100 

150 

47 

£ 

1,105 

100 
135 

55 

i 

1,915 

100 

122 

58 

1,376 

1,395 

2,195 

i,376 

1.395 

2,195 

INCOME  TAX  243 


Assessable  Profits,  1910 1,376    o    o 

1911 i,395     °    ° 

1912 2,195     °    ° 


Less  Allowance  for  Wear  and  Tear 
Assessable  Profit,  191 3-14 


3)4,966 

0 

0 

1.655 

130 

6 
0 

8 
0 

1,525 

6 

6 

APPENDIX  A 

EXERCISES   FOR  WORKING 

In  addition  to  the  numerous  original  Examples  in  this  Appendix, 
questions  are  included  which  have  been  set  from  time  to  time 
at  the  Examinations  of  the  following  bodies : — 

Institute  of  Chartered  Accountants. 

Royal  Society  of  Arts. 

London  Chamber  of  Commerce. 

National  Union  of  Teachers. 

University  of  Cambridge  Local  Examinations. 

College  of  Preceptors. 

Midland  Counties  Union  of  Educational  Institutions. 

County  Council  of  the  West  Riding  of  Yorkshire. 

Lancashire  and  Cheshire  Union  of  Institutes. 


PART    I 
THEORETICAL    QUESTIONS 

i.  What  is  the  object  of  Book-keeping  ? 

2.  Define  Double  Entry  Book-keeping. 

3.  What  are  the  various  Classes  of  Accounts  ? 

4.  What  purpose  is  served  by  books  of  prime  entry  ? 

5.  Describe  the  Journal,  and  say  what  use  you  make  of  it. 

6.  State  how  Receipts  and  Payments  are  dealt  with  in  the 
Cash  Book. 

7.  What  is  the  object  of  a  Trial  Balance  ?    What  purpose 
does  it  serve  ? 

8.  Describe  the  use  a  trader  makes  of  his  Bank  Account. 
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9.  What  is  the  general  form  of  Cash  Book  ?  And  how  does 
it  differ  from  a  Cash  Book  for  recording  both  Cash  and  Bank 
transactions  ? 

10.  What  is  Cash  Discount  ? 

11.  What  is  meant  by  '  Bank  Reconciliation '  ?  How 
would  you  proceed  to  agree  the  Pass  Book  with  the  Cash  Book  ? 

12.  What  is  the  best  method  of  keeping  Petty  Cash  ? 

13.  Describe  the  Imprest  system  of  keeping  Petty  Cash. 

14.  How  are  the  following  books  incorporated  into  the  Ledger  ? 

(a)  Bought  Journal. 

(b)  Sales  Day  Book. 

(c)  Bought  Returns  Book. 

(d)  Sales  Returns  Book. 

15.  What  is  an  Invoice  ?  How  does  it  differ  from  a  State- 
ment ? 

16.  What  is  Trade  Discount  ?  How  does  it  differ  from  Cash 
Discount  ? 

17.  Give  rulings  of  Bills  Receivable  and  Bills  Payable  Books 
respectively,  and  show  how  the  particulars  dealt  with  in  each 
are  incorporated  in  the  Ledger. 

18.  What  are  the  principal  uses  made  of  the  Journal  ? 

19.  What  is  the  object  of  a  Ledger  ? 

20.  What  is  meant  by  posting  ? 

21.  Give  the  principal  rules  for  posting  to  the  Ledger. 

22.  What  are  the  advantages  and  disadvantages  of  Card 
Ledgers  ? 

23.  Describe  Loose-leaf  Ledgers. 

24.  What  Class  of  Errors  affect  the  agreement  of  the  Trial 
Balance,  and  what  Class  of  Errors  do  not  affect  it  ? 

25.  If  you  had  a  difference  on  the  Trial  Balance,  how  would 
you  proceed  to  locate  it  ? 

26.  What  are  the  principal  uses  made  of  Bills  of  Exchange  ? 

27.  What  are  the  Stamp  Duties  on  Bills  of  Exchange  ? 

28.  What  is  meant  by — 

(a)  Discounting  a  Bill ; 

(b)  Dishonoured  Bill ; 

(c)  Retired  Bill ; 
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(d)  Documentary  Bill ; 
(*)  Accommodation  Bill  ? 

29.  What  is  a  Promissory  Note  ? 

30.  Define  a  Cheque,  and  say  what  is  the  stamp  duty  thereon. 

31.  What  is  meant  by  two  transverse  parallel  lines  drawn 
across  the  face  of  a  Cheque  ? 

32.  A  Cheque  is  crossed  and  marked  "  Not  Negotiable." 
What  is  the  effect  of  these  words  ? 

33.  How  is  Stock-in-Trade  at  the  date  of  balancing  usually 
brought  into  the  accounts  ? 

34.  What  is  meant  by  Gross  Profit  and  Net  Profit  respect- 
ively ? 

35.  Define  a  Balance  Sheet,  and  state  what  information  it 
gives. 

36.  What  are  the  various  Classes  of  Assets? 

37.  What  is  meant  by  Capital  ? 

38.  Why  is  it  necessary  to  deal  at  balancing  period  with 
Outstanding  Liabilities  ? 

39.  How  would  you  provide  a  Reserve  for  Bad  Debts  ? 

40.  What  is  Depreciation  ?  What  are  the  methods  in  vogue 
for  providing  therefor  ? 

41.  Define  Partnership. 

42.  How  would  you  deal  in  Partnership  Accounts  with 
Interest  on  Capital  ?  Are  Partners  always  entitled  to  Interest 
on  their  Capitals  ? 

43.  What  is  meant  by  Partners'  Current  Accounts  ?  and  if  a 
Current  Account  as  distinguished  from  a  Capital  Account  is 
kept  for  each  Partner,  what  purpose  does  each  of  these  Accounts 
serve  ? 

44.  On  Dissolution  of  Partnership  how  are  the  Assets  to  be 
applied  in  the  absence  of  agreement  ? 

45.  What  do  you  understand  by  a  Limited  Company  ? 

46.  What  books  is  a  Limited  Company  bound  to  keep  ? 

47.  What  are  the  usual  Classes  of  Shares,  and  what  is  the 
difference  between  them  ? 

48.  What  are  Debentures  ?  What  entries  must  be  made  upon 
the  issue  thereof  ? 
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49.  Define — 

Reserve. 
Reserve  Fund. 

50.  What  is  an  Audit?  Why  is  it  necessary  that  there 
should  be  Auditors  for  Limited  Companies  ? 

51.  What  is  a  Consignment  ? 

52.  Define  Average  Date. 

53.  What  is  the  meaning  of  the  term  Account  Current  ? 

54.  Explain  the  difference  between  a  Receipts  and  Payments 
Account  and  an  Income  and  Expenditure  Account. 

55.  What  is  the  usual  custom  in  undertakings  where  Accounts 
are  kept  on  the  Double-Account  System  as  to  providing  for  the 
wastage  of  Assets  ? 

56.  What  is  a  Joint  Venture  ? 

57.  Describe  briefly  the  procedure  for  the  book-keeping  in 
connection  with  a  Branch.  Show  how  the  profit  of  the  Branch 
is  incorporated  in  the  Head  Office  books. 

58.  State  shortly  how  you  would  proceed  to  arrange  the  books 
where  there  are  a  large  number  of  Ledgers,  so  that  errors  can 
be  easily  located. 

59.  What  are  the  various  Schedules  under  which  Income  Tax 
is  assessed  ?  What  are  the  Abatements  allowed  in  respect  of 
small  incomes  ? 

60.  In  making  up  the  accounts  of  a  business  under  Schedule 
D ,  what  items  may  be  charged  against  the  Profit  and  Loss  Account 
and  what  items  are  not  allowed  ? 

PART   II 
PRACTICAL    QUESTIONS 


1.  Write 

up  an  account 

with   your 

Bankers, 

recording 

the 

following  transactions : 

1914 

Jan.     1. 

3- 

5- 

12. 

19. 

Balance  to  your  credit  at  the  Bar 

Paid  W.  Smith  . 

Paid  in 

Paid  J.  Brown  on  account  . 

Paid  H.  Wilson 

Paid  J.  Brown  on  account  . 

ik 

i 
3.387 

600 

218 
1,000 

671 
1,000 

s. 

5 
0 

5 
0 

3 
0 

d. 
6 
0 

7 
0 
2 
0 
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1914  £      s.    d. 

Jan.  26.     Paid  in      ......  1,461     2     1 

Paid  J.  Brown  (balance)      .          .          .  781     2     3 

28.     Paid  H.  Shepherd        .          .          .          .  8128 

31.     Paid  in 8  10     3 

Balance  the  account  and  bring  down  the  balance. 

Balance,  £941  15s.  4d. 

2.  Write  up  in  Thomas  Walker's  Cash  Book,  with  columns  for 

Discount,  Cash,  and  Bank,  the  following  items.     Balance  the 

Cash  and  Bank  columns  on  April  30. 

1914 

April     1.     Cash  in  hand,  £13  175.  lod. 
2.     Paid  into  Bank,  -£io. 
4.     bold  goods  for  cash,  £1  45.  gd. 

Paid  advertisements,  25.  4^. 
6.     Paid  by  cheque  to  Martin  &  Co.,  £7  12s.  2d.  ;  discount, 
2S.  lod. 

8.  Received  from  Barnett  &  Co.  and  paid  to  Bank,  £g  $s.  ; 

discount,  25s. 

9.  Received  from  Hy.  Hirst,  £1  18s.  \d. ;  discount  is.  Sd. 
1 1 .     Bought  goods  for  cash  £4.  $s. 

13.     Received  from  Benjamin  Wright,  £1  19s.;  discount  15. 

15.     Paid  for  coals,  155.  3d. 

18.     Paid  to  self,  £1  175.  lod. 

23.     Received  from  Chas.  Dearman,  £2  18s.  6d. ;  discount  is.  6d. 

Received  for  goods  sold,  17s.  6d. 

Paid  into  Bank  the  last  two  items. 
25.     Paid  to  Andrews  &  Son,  £1  10s. 

28.  Cash  drawn  from  Bank,  £2  10s. 

29.  Paid  Naismith  Bros,  by  cheque,  £9  ys.  6d. ;  discount  12s.  6d. 

30.  Paid  sundry  expenses,  £1  8s.  $d. 

Cash  Balance,  £1  lis.  2d. 
Bank  Balance,  £3  lis.  id. 

3.  Write  up  a  Cash  Book  recording  the  following  transactions : 

1914 

Jan.     1 .     Balance  in  hand  this  day 

3.     Paid  into  Bank     ..... 
5.     Received  from  Tom  Smith 

Allowed  discount  to  him 
7.     Received  from  E.  Owen  and  paid  into  Bank 
10.     Paid  one  quarter's  rent  in  cash 

Paid  G.  Nash  by  cheque  on  Bankers 
Discount  allowed  thereon 

Balance  the  account  and  bring  down  the  balance. 

Balances — Cash,  £157  Os.  Id. 

Bank,  £64  8s.  Ud, 


£ 

s. 

d. 

217 

10 

I 

100 

0 

O 

69 

10 

0 

10 

9 

116 

1 

9 

30 

0 

0 

151 

12 

10 

4 

7 

2 
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4.  Write  up  a  Bank  Account  recording  the  following : 

1914 
Dec.     t.     Balance  at  my  Bank,  ^3,215  145.  id. 

2.  Drew  cheque  for  self,  £2$. 

4.  Paid  in  £9,634,  received  from  W.  Porter. 

5.  Drew  cheque  for  T.  Kerr,  £161  105. 

E.  Milner  paid  into  my  Bank  Account,  £864. 
10.     Drew  cheque  for  J.  Coleman,  £10,000. 
15.     Drew  cheque  for  Black  &  White,  £241  65.  3d. 
24.     Drew  cheque,  £50,  for  rent  and  paid  into  Bank,  £91  6s.  Sd., 

received  from  H.  Jackson. 
31.     Drew  cheque  £25  for  self. 

Paid  into  Bank  £51,  received  from  Duff  Bros. 
Interest  allowed  on  the  account  by  the  Bank,  £18  95.  3d., 
and  Commission  charged,  £1  2s.  3d. 

Balance  the  Account  and  bring  down  balance. 
Balance  £3,370  lis.  6d. 

5.  Sketch  the  'three  column'  Cash  Book  of  George  Griffiths; 
write  in  it  the  following,  and  balance  it  on  7th  January,  1914 : 

1914  £     s.   d. 

Jan.     2.     Balance  at  this  date — 

Cash  in  hand,  £4  iSs.  6d. ;  at  Bank 

3.  Drew  from  the  Bank  for  office  cash 

5.  Paid  Great  Eastern  Railway,  in  cash 
Paid  Peter  Jones  by  cheque    . 
After  deducting  discount 
Received  from  B.  Gregory  &  Co.,  Ltd., 

cheque  in  settlement  (less  15s.  6d.  dis- 
count), which  was  paid  into  Bank 

6.  Paid  from  office  cash,  wages  . 
Cashed  cheque  for  J.  Brown,  a  customer 

paid  same  into  Bank  . 

7.  Received  in  cash  from  B.  Bolton 

Balances — Cash,  £13  16s. 

Bank,  £351  13s.  3d. 

6.  On  the  31st  December,  1914,  your  Cash  Book  shows  that 
you  have  in  Bank  the  sum  of  £1,200.  On  checking  your  Cash 
Book  with  the  Bank  Pass  Book  you  find  that  cheques  drawn, 
amounting  to  £212,  have  not  passed  through  the  Bank,  and 
also  that  the  Bank  have  not  credited  you  with  a  sum  of  £108, 
cheques  paid  in  on  the  31st  December,  1914.  On  the  same 
date  the  Pass  Book  shows  that  the  Bank  have  credited  you 
with  Interest,  less  charges,  £24,  which  you  have  not  passed 


•    348 

12 

IO 

•     30 

0 

O 

I 

12 

6 

.     28 

4 

1 

I 

15 

1 1 

49 

4 

6 

8 

12 

6 

12 

O 

0 

1 

2 

6 
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through  your  Cash  Book.  Draw  up  a  Reconciliation  Account, 
showing  adjustments  between  your  Bank  Pass  Book  and  Cash 
Book. 

Pass  Book  Balance,  £1,328. 

7.  Rule  a  Model  Petty  Cash  Book.  Enter  £10  cash  in  hand. 
Pay  for  six  different  items  of  expense,  and  balance  your  books 
for  commencing  the  next  period. 

8.  Prepare  a  Columnar  Petty  Cash  Book  upon  the  Imprest 
system;  record  the  undermentioned  transactions,  and  bring 
down  the  balance  as  on  January  6th,  1914. 

1913 

Dec.  31.     Cash  in  hand,  £5  3s.  yd. 

I9H 

Jan.     1.     Received  the  amount  necessary  to  make  up  the  Imprest 
to  £10. 

2.  Bought  postage  stamps,  £1  10s. 
Paid  carriage  on  parcel,  35.  yd. 

3.  Paid  travelling  expenses,  us.  lod. 
Bought  packing  materials,  £1  35.  6d. 
Bought  stationery,  4s.  Sd. 

5.  Paid  wages  to  odd  man,  6s. 

6.  Bought  job  line  of  goods  for  cash  from  H.  Saunders,  £1  1 55. 

Balance  in  hand,  £4  5s.  5d. 

9.  William  Jones  received  the  following  letter  from  his  cus- 
tomer, Robert  Brown,  on  January  6th,  1914 : 

' 1  beg  to  advise  you  that  I  have  this  day  paid  into  your 
account  at  the  Union  Bank,  the  sum  of  £19  in  settlement  of 
my  account  less  5%  discount.  Please  return  for  cancellation 
the  3-months'  bill  for  £20  accepted  by  me  on  December  29th, 

I9I3-' 

On  January  7th,  1914,  the  Union  Bank  advised  William 
Jones  that  his  account  had  been  credited  with  £19  as  above. 
Jones  therefore  returned  the  bill  for  £20  to  Brown  as  requested. 

Show  the  entries  necessary  to  record  the  above  transactions 
in  William  Jones's  books. 

10.  The  books  of  W.  Campbell  were  balanced  on  the  31st 
December,   191 3,   at  which  date  his  Bank  balance  amounted 
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to  £727  13s.  From  the  1st  January,  1914,  he  decides  to 
adopt  the  system  of  paying  all  moneys  received  into  the  Bank 
and  making  all  payments  by  cheque. 

Make  the  necessary  entries  to  record  the  above,  and  post  the 
following  items : 


1914 

Jan. 


1.  Paid   account  of   J.    Hollingsworth   (dis- 

count £2  35.)       ..... 
Drew  cheque  for  Petty  Cashier 
Sent  cheque,  W.  Williams  &  Co..  Ltd.,  for 
£73  1 6s.  in  satisfaction  of  their  account 

of  £n 

Paid  J.  Coates        ..... 

2 .  Purchased  cotton  and  gave  cheque  for  same 
Received  from  R.  Green  cheque  for 
Discount  allowed   ..... 
H.  Black  settled  his  account  by  payment  in 

cash  and  notes  amounting  to 

3.  Account  of  Hugh  Rose  &  Co.  paid  . 

H.  Willmott  paid  ^79  12s.  in  settlement 
of  his  account  for        .... 
Received  cheque  from  W.  Smith 

5.  PaidT.  Venables 

Forwarded    to    H.    Mitchell    cheque    for 

£226  175.  in  payment  of  account  for 

6.  T.  Downer  paid     . 
Account  of  H.  Morrill  paid 
Discount       .... 
Salaries  paid 
Drew  cheque  for  Petty  Cashier 

Cash  Balance,  £298  4s.  3d. 


£     s.    d. 

46  17     o 
20     o     o 


73  16  o 

76     o  o 

156  13  6 

96  17  o 

330 

84     3     9 
113   17     2 

81     o     o 

116    o     o 

27     6     3 

230     o     o 
92  16  II 

113  15     o 

250 

23   16     6 

20     o     o 


11.  On  the  2nd  February,  1914,  there  was  standing  to  the 
credit  of  J.  Weldon's  account  at  Parr's  Bank  a  sum  of  £500,  and 
he  also  had  £75  in  cash  and  notes  at  his  office. 

During  the  first  two  weeks  he  had  the  following  cash  transac- 
tions, which  must  be  entered  in  a  suitably  ruled  Cash  Book. 


1914 
Feb. 


2.     Received  cheque  from  A.  Barber     . 

Discount  allowed  ..... 
Paid  to  Petty  Cashier  .... 
Received  from  the  Patent  Cash  Co.  cheque 

for  ^30  in  settlement  of  their  account 

of  £32- 
Paid  P.  Perrett  in  cash  .  .  . 

Paid  to  Bank  out  of  office  cash 


£ 

s. 

d. 

300 

0 

0 

15 

0 

0 

10 

0 

• 

0 

* 

20 

0 

0 

325 

0 

0 
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1914 
Feb. 


3.     Received  from  E.  Hudson  ^30  in  gold  and 
notes  to  the  value  of  £2  5 
Paid  by  cheque  rent  for    month    ended 
31st  January 
7.     Received  from  R.  Robb 

,,  ,,     T.  Sandford     . 

Discount  allowed  . 
9.     Paid  to  Bank 

Paid  C.  Wells  by  cheque  £90,  deducting 
^10  from  the  account  by  way  of  discount 
Bought  out  of  office  cash,  stationery 
Paid  Electrician's  bill  for  repairs  to  radia- 
tors and  lamps 

10.  Received  from  A.  Trumble 
Discount  allowed   . 

1 1 .  Paid  by  cheque  W.  Smith  his  account  for 

£43<> 

Discount  received 
1 3 .     Paid  salaries  .... 

,,    rent  by  cheque 
Transferred  to  Bank  Account 

Cash  Balance,  £58  15s. 
Bank  Balance,  £585. 


55 


20  0 

0 

40  0 

26  10 

0 
0 

10 

0 

IOO  0 

0 

I 

is 

0 

.  200 

0 

0 

10 

0 

0 

.  410 

0 

0 

20 

0 

0 

15 

0 

0 

10 

0 

0 

190 

0 

0 

12.  Enter  into  a  Cash  Book,  with  Discount  columns,  the 
following  transactions  of  a  business  firm,  and  shew  the  balance 
in  hand. 


1914 
Jan. 


I. 

2. 

5- 
12. 

1$. 


16. 

17- 


*4 


26. 


-'7- 


The  firm  has  in  hand,  ^179  15s.  ^d. 

Cash  sales  for  the  day,  ^13  115.  gd. 

Pay  for  office  expenses,  £3  7s.  nd. 

T.  Wyld  settles  his  account,  £82  4s.;   less  discount 

allowed,  £1  25.  gd. 
Discounted  with  Fry  &  Co.,  bills  amounting  to  £250  ; 

less  discount  allowed,  £3  10s. 
Sundry  cash  purchases,  £$  6s.  yd. 
My  acceptance  due  this  day  duly  met,  £36  2s.  gd. 
Forward  to  S.  Williams  the  amount  of  his  account, 

^300  ;  less  discount  allowed,  £7  10s. 
A  composition  is  made  by  Phillips  of  12s.  6d.  in  £  ; 

I  receive  my  dividend  on  ^64,  ^40. 
Various  amounts  paid  in  by  debtors,  ^27  1 5s.  gd. ;  less 

discount  allowed,  £1  7s.  gd.     Withdrew  for  private 

expenses,  ^10. 
I   discharge  debts    to    creditors,  £17    10s.,    and    am 

allowed  a  rebate  of  5  per  cent. 
Wilson  &  Co.,  in  settlement  of  debt  of  ^150,  pay  this 

to  me,  less  discount  £2  10s. 
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1914 
Jan.  30. 


Amounts  forwarded  by  collector :  R.  Brown's  account, 
^15  19s.  gd. ;  T.  Smith's  account,  £\6  lys.  ^d., 
Pinnock  &  Co.,  ^14  13s.  3^. ;  less  his  expenses, 
£4  ys.  gd.  Monthly  expenses  paid,  ^13  185.  gd. ; 
salaries,  ^18  14s.  3d.  ;  received  rent  for  part  of 
premises  let,  £4  155.  ;  monthly  rent  and  taxes 
paid,  amounting  to  ^14  175.  4d. 

Balance,  £371  3s.  Wd. 


13.  George  Abbott  started  business  on  the  1st  January,  1914, 
as  a  Capmaker.  His  Capital,  in  Cash,  amounted  to  £300.  His 
transactions  for  the  first  two  weeks,  which  were  as  stated 
below,  are  to  be  recorded  in  all  the  necessary  books,  and  a 
Trial  Balance  is  then  to  be  extracted. 


1914 

Jan. 


3. 


13. 


£  s.  d. 

10  o  o 

30  o  o 

125  o  o 

98  10  o 

10  6  o 

50  o  o 

200  o  o 

125  o  o 

75  7  6 

100  o  o 


Paid  rent  of  office  and  workshop  in  advance 

Paid  for  benches  and  machines 

Bought  cloth  from  the  Lingwood  Mills  Co. 

Ltd 

Bought  cloth  of  Messrs.  Harris  &  Co.,  Ltd 
Paid  wages  ..... 
Sold  to  Millwards  Stores,  Ltd.,  caps 
Bought  cloth   and   lining  material  from 

Lingwood  Mills  .... 
Paid  them  on  account    . 
Sold  caps  to  H.  B.  Bernstein  . 
Sold  caps  to  N.  Scott  &  Co.,  Weymouth 
Executed  and  dispatched  order  for  500 

caps  @  gd.  each  received  from  Messrs 

Wakeman,  Walker  &  Co. 
Received  from  Millwards  Stores,  Ltd. 
Paid  wages  ..... 
Purchased  for  cash  1  machine  (second-hand) 
Sold  caps  for  cash 
Bought  rainproof  cloth  from  Andrews  &  Co 
Received  cash  from  H.  Bernstein    . 
Paid  Printer's  bill  for  office  stationery  and 

account  books    .... 
Paid  Signwriter     .... 

Purchases,  £448  10s. 

Sales,  £276  7s.  6d. 

Cash  Balance,  £258  lis.  6d. 


14.  R.  Pullen  started  business  as  a  merchant  on  the  3rd  March, 
1914.  His  Capital  consisted  of  £1,115  in  Cash,  and  during  the 
first  month  his  dealings  were  as  follows : 


50 
12 

7 
32 
25 
75 

3 

1 


o     o 

5     o 
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1914 
March  3 


10 


17. 
19. 


21. 


24. 


*5< 


Bought  of  E.  Willis  goods 

Purchased  from  F.  Corker  goods  valued  at 

Sold  to  F.  Mills  goods    . 

G.  Harvey  purchased  goods  worth 

Bought  stationery  for  cash 

Paid  salaries 

Bought  from  E.  Willis  goods  worth 

F.  Mills  bought  goods    . 

Paid  E.  Willis 

Sold  to  J.  Gow  goods  valued  at 

Received  from  G.  Harvey 

F.  Mills  purchased  goods 
Bought  of  H.  Marshall  &  Co.,  Ltd.,  goods 

valued  at  ... 

Paid  salaries 

Paid  sundry  office  expenses    . 
Sold  goods  to  G.  Harvey 

G.  Harvey  returned  part  of  goods  forwarded 
to  him  on  the  17  th  instant  . 

Paid  F.  Corker  on  account 

Received  from  F.  Mills  . 

Purchased  goods  for  cash 

Paid  salaries 

Sold  goods  for  cash 

Received  goods  from  H.  Marshall  &  Co 

Ltd 

Purchased  goods  from  F.  Corker 

Sold  goods  to  R.  Morrill 

Returned  part  of  goods  purchased  from 

H.  Marshall  &  Co.,  Ltd.       . 


i 

s. 

d. 

725 

0 

0 

600 

15 

0 

595 

10 

6 

300 

11 

0 

1 

15 

0 

3 

10 

0 

325 

9 

0 

291 

0 

0 

725 

0 

0 

732 

13 

6 

300 

11 

0 

115 

8 

0 

725 

19 

6 

3 

10 

0 

1 

11 

6 

297 

11 

6 

27 

0 

0 

300 

0 

0 

595 

10 

6 

110 

0 

0 

3 

10 

0 

133 

2 

6 

632 

18 

0 

233 

0 

0 

536 

0 

0 

36  19 


Enter  the  foregoing  in  the  proper  books  of  prime  entry,  post 
to  the  Ledger,  and  take  out  a  Trial  Balance. 
Purchases,  £3,353  Is.  6d. 
Sales,  £3,001  17s. 
Cash  Balance,  £995  7s.  6d. 

15.  On  the  1st  April,  1914,  Edward  Baker  commenced  business 
with  a  Cash  Capital  of  £700.  The  following  were  his  transac- 
tions for  the  first  part  of  the  month,  which  you  are  required 
to  enter  in  the  necessary  books  of  prime  entry  and  post  to  the 
Ledger.  Extract  a  Trial  Balance  when  all  the  postings  have 
been  made. 


1914 

Apr.      1 . 
2. 


Bought  goods  of  P.  Mills 
Sold  goods  to  J.  Foster 
Bought  goods  of  J.  Newman  . 
Purchased  from  G.  Gough  goods  worth 


£ 

s. 

d. 

300 

0 

0 

250 

0 

0 

700 

0 

0 

250 

0 

0 
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1914 

Apr.     3. 


Received  cash  from  J.  Foster 

Sold  goods  to  H.  Johnson 

Paid  P.  Mills  .... 

Paid  salaries  and  wages 

Sold  goods  to  J.  Foster  . 

Purchased  for  cash  stationery  for  use  in 

office  ..... 

Purchased  from  F.  Corker  goods  valued 
Sold  goods  to  J.  Foster 
Goods  sold  to  H.  Johnson  valued  at 
Received  cash  from  H.  Johnson 
Purchased  goods  for  cash 
Sold  goods  to  H.  Barnes 
Bought  goods  from  J.  Newman 
Paid  J.  Newman    .... 
Sold  goods  for  cash 
Sold  goods  to  J.  Foster  . 
Sold  goods  to  H.  Barnes 
Purchased  goods  from  P.  Mills 
Received  cash  from  J.  Foster 
Paid  salaries  and  wages 
Withdrew  cash  for  private  purposes 
Paid  F.  Corker  on  account 
Paid  salaries  .... 

Withdrew  for  private  use 
Paid  rent  of  office 

Paid  for  lighting,  cleaning,  and  coals 
Sold  goods  to  P.  Mills    . 

Purchases,  £2,976. 
Sales,  £2,696  16s.    3d. 
Cash  Balance,  £550  2s. 


16.  H.  Atkins  commenced  business  on  the  1st  April,  1914,  as 
an  Ironfounder  and  Merchant.  His  Capital  consisted  of  £2,500 
in  Cash.  The  following  are  his  dealings  for  the  first  month, 
at  the  end  of  which  period  he  decides  to  close  the  books  for 
the  purpose  of  proving  the  accuracy  of  the  book-keeping  and 
to  ascertain  the  position  of  the  business. 


'3 


27. 
28. 


29. 
30- 


i 

s. 

d. 

.  250 

0 

0 

.  490 

0 

0 

.  300 

0 

0 

15 

0 

0 

.  277 

1 

0 

0 

5 

0 

0 

•  45o 

0 

0 

•  300 

0 

0 

292 

0 

0 

■  49o 

0 

0 

•   150 

0 

0 

300 

0 

0 

600 

0 

0 

700 

0 

0 

70 

0 

0 

190 

0 

0 

200 

0 

0 

.  526 

0 

0 

•   577 

0 

0 

15 

0 

0 

20 

0 

0 

•   300 

0 

0 

3 

10 

0 

16 

16 

0 

7 

7 

0 

4 

5 

0 

•   327 

16 

3 

1914 

Apr.     1 . 


Purchased    of   Messrs.    Guy    &    Pimm 

Foundry  Premises  .  .  .  .       1,250     o 

Paid  for  equipment  of  premises    .  .       1,000     o 

Purchased  for  delivery  on  8th  instant 
from  E.  Macgregor  10  tons  pig-iron 
@  55/- per  ton        ....  27   10 

Bought  of  H.  Griggs  30  tons  of  pig-iron 

@  52/-  per  ton        ....  78     o 
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1914 

Apr.     8 .     Sold  to  E .  Lindsay  &  Co. ,  Ltd . ,  20  tons  of 
pig-iron  at  58/-  per  ton   . 
9.     Sold  to  D.  Mitchell  18  tons  of  pig-iron 
at  60/-  per  ton        .... 
11.     Received  from  E.  Lindsay  &  Co.,  Ltd.  . 
Discount  given  to  them 
Paid  wages  and  salaries 
14.     Sold  to  H.  Howe  for  cash  1   ton  of  pig- 
iron  @  60/-    .  .  .  .  . 
1 5      Bought  of  E.  Macgregor  30  tons  pig-iron 

@55/-.  •  •         « 

Paid  E.  Macgregor      .... 
Discount  received        .... 

17.  Sold  to  E.  Lindsay  &  Co.  15  tons  pig 

iron  @  57/6  per  ton 

18.  Bought  of  E.  Macgregor  30  tons  pig- 

iron  @  53/-  per  ton 
Paid  wages  and  salaries 
Withdrew  for  private  purposes     . 

22.  Paid  on  account  of  purchase  price  of 

business  premises    .... 

23.  Received  from  D.  Mitchell  cash  . 

24.  Sold  to  D.  Mitchell  30  tons  iron   rails 

@  80/-  per  ton        .... 
Paid  for  repairs  to  moulds  and  machines 

25.  Paid  salaries  and  wages 
28.     Sold  to  D.  Howe  on  credit  12  tons  pig- 
iron  @  57/6  per  ton  .  .  . 

30.     Received  from  D.  Mitchell  on  account         100     o    o 

Enter  the  above  transactions  in  the  necessary  books,  and  take 
out  a  Trial  Balance. 

Cash  Balance,  £874  9s.  9d. 
Purchases,  £267  10s. 
Sales,  £312  12s.  6d. 

17.  H.  Melville  started  in  business  on  the  1st  January,  1914, 
as  a  Miller  and  Corn  Merchant,  and  an  examination  of  his  note- 
books, receipts,  and  papers  reveals  the  following  transactions, 
from  which  you  are  required  to  write  up  proper  books  of  account, 
and  to  take  out  a  Trial  Balance. 

1914  £  s.  d. 

Jan.     1.     Cash  introduced  as  Capital    .          .          .  2,500  o  o 
Purchased    Mill    and  Machinery,    from 

Messrs.  Price,  Moffatt  &  Co.        .          .  1,250  o  o 

Bought,  for  cash,  two  horses  and  wagon  .  210  o  o 
2.     Purchased  of  W.   Gadd  80   quarters  of 

wheat  at  38/- 152  o  o 

17 


i 

s. 

d. 

58 

0 

0 

54 

0 

0 

55 

18 

3 

2 

1 

9 

12 

18 

0 

3 

0 

0 

82 

10 

0 

25 

2 

6 

1 

7 

6 

79 

10 

0 

12 

18 

0 

10 

0 

0 

750 

0 

0 

45 

0 

0 

120 

0 

0 

12 

10 

0 

15 

0 

0 
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1914 
Jan.     2. 

5- 
6. 


13. 
15- 
17. 


20. 


22. 

24. 


27. 


28. 


29. 


Purchased,  for  cash,  20  quarters  of  wheat 

at  36/- 

Sold  10  quarters  for  cash 
Paid  for  office  stationery 
Bought  office  furniture  from  the  Modern 

Equipment  Co.,  Ltd. . 
Sold  1 5  quarters  of  wheat  to  F.Myers  &  Co. 
Paid  for  office  furniture  bought  on  the 

6th  instant       ..... 

Discount      ...... 

Purchased    of   Frederick   Cook    &  Sons, 

20  quarters  of  wheat  at  37/6 
Paid  wages  and  salaries 
Paid  for  repairs  to  mill 
Paid  on  account  of  purchase  price  of  mill 
Sold  to  Bernard  Bros.,  Ltd.,  25  quarters 

of  wheat  at  42/- 
Paid  salaries  and  wages 
Cash  withdrawn  by  H.  Melville 
Sold  horses  and  wagon  to  P.  Maurer 
Sold  flour  to  J.  Insole   . 
Received  cash  from  F.  Myers  &  Co.  in 

full  settlement  of  their  account  . 
Paid  to  W.  Gadd  .... 
Discount  N. 

Sold  to  F.  Myers  &  Co.,  flour  . 
Received  cash  from  P.  Maurer 
Sold  to  Bernard  Bros.,  Ltd.,  20  quarters 

of  wheat  at  40/- 
Paid  salaries  and  wages 
Purchased  for  cash,  motor-van 
Sold  to  F.  Myers  &  Co.,  15  quarters  of 

wheat  at  41/-  ..... 
Paid  F.  Cook  &  Son  for  wheat  bought  on 

the  10th  instant,  subject  to  a  discount 

Of    2\% 

Sold  flour  to  J.  Insole  • 

Received  cash  from  J.  Insole 
Purchased  from  F.  Cook  &  Son  25  quarters 

of  wheat  @  38/-       .... 
Sold  40  quarters  of  wheat  at  39/-  to  J. 

Insole        ....... 

Paid  salaries  and  wages 

Paid  for  coal  and  lighting 

Paid  final  instalment  of  purchase   price 

of  mill       ...... 


36  o  o 
20    o  o 

3  10  o 

1500 

31  10  o 

14     5  o 

15  o 

37  10  o 
9  16  o 
5     5  o 

750    o  o 

52  10  o 

10  16  o 

10     o  o 

195     o  o 

25     o  o 

29  18  6 
148    4  o 

3  16  o 

32  17  6 
195"  o  o 

40     o  o 

10  16  o 

510    o  o 

30  15  o 


25     o  o 

30     o  o 

47  10  o 

78     o  o 

10   16  o 

15   10  o 

500     o  o 


Purchases,  £273. 

Sales,  £335  12s.  6d. 

Cash  Balance,  £493  9s.  3d. 
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18.  On  the  1st  January,  1914,  T.  Manners  started  in  business 
as  a  Wine  Merchant,  paying  into  his  account  at  the  London 
County  and  Westminster  Bank  a  Cash  Capital  of  £1,000. 

His  transactions  were  as  follows  : 


i9H  £      s.  d. 

Jan.     i.     Drew  cheque  for  office  cash  .          .          .       25     o     o 
Purchased  two  butts  of  wine,  and  paid  for 

same  by  cheque  .          .  .          .          .      300     o     o 
Paid  cash  for  the  following  : 

Letter  scales         .          .  .          10     6 

Stationery              .          .  .         10     o 

Ledgers  and  other  books  .100 


Also,  Roll-top  desk        .  .700 

Bookcase      .  .  .  .300 

Carpet,  table,  and  other  office 

sundries   .  .  .  .800 

18     00 

2.  Sold  for  cash  1  pipe  of  wine      .  .  .       60     o    o 
Bought  25  pipes  of  wine  @  ^20  per  pipe 

less  2|%  discount,  and  paid  for  same  by 
cheque.       ...... 

3.  Paid,  by  cheque,  A.  Foster  for  stock  of 

bottles,  £70,  less  2$%  discount.    . 
Paid  to  Bank  .  .  .  .  60     o     o 

5.  Withdrew  from  Bank  for  office  purposes    .       25     o     o 
Sold  to  J.  Locke  12  pipes  of  wine  @  £30 

per  pipe,  less  3%  discount,  and  received 
his  cheque  for  same,  which  was  paid 
direct  to  Bank  ..... 
Paid,  in  cash,  engraver  for  brass  door- 
plate.  ...... 

6.  Paid,  in  cash,  salary  of  clerk    . 
Withdrew  for  private  purposes 

8.     Drew  cheque  in  favour  of  office  cash 
Purchased  for  cash  1  pipe  of  wine     . 
Paid  cash  for  Fire  Insurance  premium  in 
respect  of  office  effects 


Enter  these  items  in  the  Cash  Book,  and  post  to  the  proper 
Ledger  accounts,  and  produce  a  Trial  Balance. 
Cash  Balance,  £65  19s.  6d 
Bank  Balance,  £393  9s. 
Purchases,  £930. 
Sales,  £420. 


I 

IO 

O 

2 

O 

O 

IO 

O 

0 

IOO 

O 

0 

60 

O 

0 
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19.  William  Jones  commenced  a  factoring  business  on  the 
1st  January,  1914.  The  following  were  his  transactions  for  the 
first  month  : 

1914 
Jan.     1.     Commenced  business  with  Cash  Capital 
Paid  to  Bank        .... 
3 .     Bought  goods  from  James  Harrison  ft  Co 
Sold  goods  to  William  Adams 

7.  Bought  goods  from  VV.  Smith  &  Co. 

8.  Paid  wages  in  cash 
Sold  goods  to  H.  Allan  &  Co. 

10.     Received  cheque   from   William   Adams 
(discount  ^12)  . 
Paid  to  Bank 

12.  Paid  James  Harrison  &  Co.  by  cheque 

(discount  £27)  . 
Paid  ^-year's  rent  to  31st  March,  1914 
in  cash     .... 

13.  Bought  goods  from  H.  Kershaw 
1 5 .     Paid  wages  in  cash 

„     office  expenses  in  cash 
\-j.     Sold  goods  to  H.  Hobson    . 
19.         „  ,,       William  Adams 

21.  „  „       H.  Allan  ft  Co. 

22.  Paid  wages  in  cash 

,,     office  expenses  in  cash 
24.         „     W.   Smith  &   Co.  by  cheque   (dis 

count  £32)         .  .  . 

26.     Received  cheque  from  H.   Allan  &  Co 

(discount  ^15)  . 
Paid  to  Bank 
29.         ,,     wages  in  cash 

,,     office  expenses  in  cash 


i 

5. 

d. 

2,500 

0 

0 

2.35° 

0 

0 

54° 

0 

0 

480 

0 

0 

645 

0 

0 

8 

0 

0 

535 

0 

0 

468 

0 

0 

468 

0 

0 

513 

0 

0 

40 

0 

0 

740 

0 

0 

8 

0 

0 

7 

0 

0 

320 

0 

0 

160 

0 

0 

250 

0 

0 

8 

0 

0 

5 

0 

0 

613 

0 

0 

520 

0 

0 

520 

0 

0 

8 

0 

0 

4 

0 

0 

William  Jones  was  his  own  Cashier,  and  on  the  31st  January 
had  £35  cash  in  hand  ;  the  balance  represented  his  drawings  for 
the  month.  Enter  the  foregoing  transactions  in  the  necessary 
books  and  draw  up  a  Trial  Balance  as  on  the  31st  January,  1914. 

Cash  Balance,  £35. 

Bank  Balance,  £2,212. 

Sales,  £1,745. 

Purchases,  £1,925. 


20.  Give  an  analysed  form  of  Sales  Book,  and  enter  therein 
five  transactions  relating  to  the  sale  of  cotton  prints,  velvet, 
silk,  and  fancy  goods. 
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21.  Henry  Holcombe  &  Co.  purchased  four  bales  of  Oxford 
shirtings  from  Charles  Cobourne,  of  Bradford,  on  the  2nd  Feb., 
1914,  at  £16  per  bale.  On  delivery  of  these  goods  one  bale  was 
found  to  be  damaged  ;  it  was  therefore  returned  to  C.  Cobourne 
on  the  4th  Feb.  Give  the  rulings  of  the  books  in  which  Holcombe 
&  Co.  would  record  these  transactions,  and  make  the  necessary 
entries. 

22.  Briefly  explain  the  purpose  for  which  the  Journal  is  em- 
ployed in  an  '  up-to-date  '  Counting-house. 

Journalize  the  following : 

(a)  On  January  17th,  1914,  Peter  Sykes  exchanged,  with 

Peter  Blair,  a  Motor-car  valued  at  £350,  giving  him 
a  Dog-cart  valued  at  £150,  and  two  Horses  valued  at 
£100  each. 

(b)  On  January  19th,  1914,  John  Smith  returned  damaged 

goods,  invoiced  at  £10  14s.  6d.  to  Andre  Gammon. 
His  book-keeper  entered  the  transaction  in  the  Saks 
Journal  in  error. 


23.  State  the  errors,  if  any,  which  appear  in  the  following 
Trial  Balance  made  out  by  a  merchant's  clerk  for  the  year  ended 
31st  December,  1914. 

£ 
Capital  Account 
Sundry  Debtors 


Sundry  Creditors     . 

Sales      .... 

Trade  Expenses,  Rent,  &c. 

Salaries  and  wages 

Goodwill 

Bank  overdraft 

Furniture  and  Fixtures    . 

Drawings  account  . 

Leasehold  Premises,  value  1st  Jan. 

Purchases       .  .  . 


1914 


500 
300 

500 

200 

450 

1,600 

1,000 


i 
2,000 


800 
2,250 

500 


5.550       5.55o 


24.  On  the  2nd  February,  1914,  E.  Willmott  commenced  to 
trade  in  the  City  of  London  as  a  Tin  Merchant,     Enter  all  the 


4.7SO 

0 

0 

2 

5 

0 

5 

0 

0 

2,000 

0 

0 

i,9°o 

0 

0 

IOO 

0 

0 

780 

0 

0 
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necessary  details  in  the  customary  books  of  prime  entry,  post 
to  the  Ledger,  and  draw  out  a  Trial  Balance  in  respect  of  the 
following  transactions  : 

1914  '  £       s.  d. 

Feb.     2.     Introduced  cash  as  Capital    .  .  .      1,000     o     o 

3.     Paid  for  office  furniture  .  .  .  30     o     o 

Bought,  for  cash,    office  stationery  and 

books       .  .  .  .  .  .  500 

5.     Bought  of  J.  Douglas  70  tons  of  tin  @ 

£81  per  ton 5,670     o     o 

Sold  to  R.  Dodds  &  Co.,  50  tons  of  tin 

@  £9$  per  ton  .... 

7.     Paid  salary  of  clerk       .... 

Withdrew  for  private  purposes 
10.     Sold  to  R.  Gillman  20  tons  of  tin    . 
Received  from  R.  Gillman  in  cash 
Discount  allowed  for  prompt  payment 
Bought  of  J.  Douglas  10  tons  of  tin 
Bought  of  H.  Upson  &  Co.,  Ltd.,  100  tons 

of  tin  @  ^60     .....     6,000     o    o 

12.  Sold  to  C.  Rowe  20  tons  of  tin  @  ^80  per 

ton  ......      1,600     o     o 

13.  Received  cash  from  R.  Dodds  &  Co.  in 

settlement  of  their  account        .  .     4,607   10     o 

16.     Sold  to  R.  Gillman  20  tons  tin  @  £6%  per 

ton  ......      1,360     o     o 

Paid  clerk's  salary  .  .  .  250 

18.     Paid  account  of  J.  Douglas,  subject  to  a 

discount  of  2$%      ....      5,528     5     o 

20.  Sold  to  M.  Brabant  1 5  tons  @  £$  5  per  ton 
Sold  to  R.  Egmont,  for  cash,  5  tons  tin 

@/55     •          •          •          •    "      •          .  275  o  o 

21.  Received  from  C.  Rowe  .  .  .  1,560  o  o 
Allowed  him  discount  .  .  .  .  40  o  o 
M.  Brabant  returned  2  tons  of  tin ;  amount 

allowed    .          .          .          .          .          .  no     o     o 

Paid  clerk's  salary         .          .          .          .  250 

Withdrew  for  private  purposes                .  10     o     o 
25.     Bought  of  H.  Upson  &  Co.,  Ltd.,  30  tons 

tin  @  ^80  per  ton     ....  2,400     o     o 

Returned  5  tons  as  not  according  to  de- 
scription.         .....  400     o     o 

Received  from  R.  Gillman    .          .          .  1,000     o     o 

27.  Sold  to  R.  Egmont  20  tons  at  ^85  per  ton  1,700     o     o 

28.  Paid  to  H.  Upson  &  Co.,  Ltd.,  on  account  3,000  o  o 
Paid  clerk's  salary        .          .          .          .  250 

Purchases,  £14,850. 

Sales,  £12,510. 

Cash  Balance,  £1,755  5s, 
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25.  On  March  2,  1914,  Chas.  Read  commences  business  and 

borrows  from  his  father,  John  Read,  £250. 
1914 

Mar.     2.     He  pays  ^200  into  Commercial  Bank. 

He  becomes  tenant  of  a  shop  at  £4  a  month  rent. 
Paid  cash  for  shop  fixtures,  ^20. 
Paid  to  G.  Ellis  for  stock  in  shop,  by  cheque,  ^80. 
Bought  goods  from  A.  Reynolds,  ^30  85.  yd. 
4.     Paid  Plate  Glass  Insurance,  10s.  6d. 
Sold  goods  to  Beale  &  Co.,  ^10  os.  $d. 
Sold  goods  to  Ashton  &  Mills,  £3  16s.  4<f. 
Paid  for  cleaning  shop,  £3  10 s. 

6.  Receipts  per  shop-till  for  week,  £18  5s.  6d. 

7.  Ashton  &  Mills  return  goods,  25.  6d. 
9.     Paid  to  Bank,  ^30. 

11.  Sold  goods  to  Beale  &  Co.,  £$  igs.  yd. 

12.  Ashton  &  Mills  pay  cash  (discount  allowed,  35.  iod.)t  £3  10 s. 

13.  Receipts  per  shop-till  for  week,  £19  14s.  id. 
Paid  self  for  household  expenses,  £2  10s. 
Paid  wages,  2  weeks,  £8  16s.  Sd. 

14.  Received  cheque  from  Beale  &  Co.,  and  paid  into  Bank 

(discount  allowed,  8s.),  ^15  125. 
Paid  to  Bank,  ^15. 
Paid  for  advertising,  £2  10s. 
16.     Sold  goods  to  Beale  &  Co.,  £2  os.  $d. 

Bought  goods  from  A.  Reynolds,  £$  45.  gd. 

18.  Paid  rates  by  cheque,  £4  135.  3d. 

Paid  A.  Reynolds  cheque  (discount,  135.  4^.),  ^35. 

19.  Sold  goods  to  Ashton  &  Mills,  £14  3s.  yd. 

20.  Receipts  per  shop-till  for  week,  £27  6s.  /[d. 
Bought  goods  from  A.  Reynolds,  £4  3s.  yd. 

24.     Sold  goods  to  Beale  &  Co.,  £4  6s.  1  id. 

27.  Receipts  per  shop-till  for  week,  £18  gs.  2d. 
Paid  month's  rent,  £4. 

Paid  self  for  household  expenses,  £3  10s. 
Sold  goods  to  Beale  &  Co.,  £1  18s.  4d. 
Paid  wages,  2  weeks,  £11. 

28.  Goods  returned  by  Beale  &  Co.,  85.  1  id. 
30.     Paid  for  repairs  to  premises,  £4  13s.  6d. 

Enter  in  the  proper  books  and  prepare  Trial  Balance. 

Cash  Balance,  £31  4s.  7d. 

Bank  Balance,  £140  18s.  9d. 

Purchases,  £119  16s.  lid. 

Sales,  £126  Os.  lOd. 

26.  J.  Cripps  commenced  business  as  a  Coal  Merchant  on 

October  1,  1914,  with  the  following  assets  : 

£  s.  d. 

Cash  .........     200  o  o 

Plant  and  Fixtures       .  .  .  .  .  •       60  o  o 

Horse  and  Cart    ,         ,         ,         ,         .         .         .       30  o  o 
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He  opened  an  account  with  the  Union  Bank,  into  which  he 

paid  his  initial  Capital  and  all  Cash  received.     During  October 

the  following  transactions  took  place  : 

1914  £  s.  d. 
Oct.     3.     Purchased  coal  from  the  X.Y.  Colliery  Co., 

Ltd.   .......  160  o  o 

8.  Sold  coal  to  T.  Phillips  .          .          .          .  20  o  o 
12.     Sold  coal  to  J.  Hall          .          .          .  no  o  o 

15.  Purchased  coal  from  the  X.Y.  Colliery  Co., 

Ltd.   .......  360  o  o 

16.  Received  cash  from  T.  Phillips          .          .  20  o  o 

17.  Received  cash  from  J.  Hall  (on  account)  .  80  o  o 
24.     Paid  cheque  to  the  X.Y.  Colliery  Co.,  Ltd.  200  o  o 

Open  the  necessary  Ledger  accounts,  and  post  direct,  the 

above  facts  and  transactions.     Balance  these  accounts  as  on 

October  31,  1914,  and  bring  down  the  balances. 

Purchases,  £520. 

Sales,  £130. 

Cash  Balance,  £100. 

27.  On    December    1,    1914,    Charles    Dickson    commenced 

business  with  following  assets  : 

Cash  at  Bank        ........      500 

Cash  in  Hand         ........      100 

Fixtures        .  .  .  .  .  .  .  .  .150 

The  following  transactions  took  place  during  December : 

1914. 
Dec.     2.     Purchased  goods  of  T.  Bell,  value  £100 

3.     Purchased  goods  of  Black  &  Co.,  value  ^80,  for  cash, 
and  paid  him  for  same. 

9.  Sold  to  W.  Brown  goods,  value  ^50. 

16.     Paid  T.  Bell's  account  by  cheque,  less  5%  discount. 

18.  Sold  goods  to  R.  Walters,  value  ^10. 

3 1 .     Received  of  W.  Brown,  cash  in  settlement  of  his  account, 
less  2^%  discount. 

Open  the  necessary  Ledger  accounts,  and  post  direct,  the 
above  facts  and  transactions.  Balance  these  accounts  as  on 
December  31,  1914,  and  bring  down  the  balances. 

Cash  Balance,  £68  15s. 

Bank  Balance,  £405. 

Purchases,  £180. 

Sales,  £60. 
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28.  John  Miller  commenced  business  as  a  Draper  on  July  3, 
1914,  with  £250  at  the  Bank,  £3  Cash  in  Hand,  and  Stock  £300. 
The  Stock  had  not  yet  been  paid  for,  having  been  obtained  on 
credit  as  follows  : 

J.  Beale  &  Co.  £110,  T.  Hall  &  Sons  £60,  Thomas  Fisher  £90, 
and  Hugh  Jones,  Ltd.,  £40.  J.  Miller  also  possessed  furniture, 
fixtures,  and  fittings,  valued  at  £70. 

Open  John  Miller's  Ledger  with  these  items,  and  post,  through 
the  subsidiary  books,  to  it  his  transactions  during  the  first  week 
of  July  (as  follows) : 

1914 
July     3.     Paid  cash  for  stamps,  5/-,  and  stationery,  6/8. 

Purchased  from  J.  Beale  &  Co.,  120  yards  of  flannelette 
at  4/3  per  dozen  yards,  on  credit. 
4.     Purchased  from  T.  Hall  &  Sons,  600  yards  of  shirting 
(240  yards  at  8/3  per  dozen  yards,  and  360  yards 
at  10/9  per  dozen  yards),  on  credit. 
Bought,  for  cash,  brown  paper  and  string,  1 5/-. 
Banked  cash  sales  for  the  3rd  and  4th  July,  £43  155. 

6.  Paid,  by  cheque,  J.  Beale  &  Co.,  £30  on  account. 

,,  „        Hugh  Jones'  account,  less  2$%  dis- 

count. 

7.  Paid  by  cash,  carriage,  13/6. 

-8.  Sold  to  Miss  H.  Hayman,  on  credit,  10  yards  of  sheeting 
at  1/5  per  yard,  1  dozen  reels  of  assorted  cottons 
for  2/3,  2  pairs  of  lace  curtains  at  16/11  per  pair. 

Received  credit  note  from  T.  Hall  &  Sons  for  8  yards 
of  shirting  at  10/9  per  dozen  yards,  which  were 
damaged  in  transit  and  returned  to  Hall  on  the 
8th  inst. 

Banked  cash  sales  for  6th  and  7th  July,  £32  1  $s. 

Drew  and  cashed  cheque  for  £10,  and  paid  wages,  £y  55. 

Balance  the  Ledger  Accounts,  bring  down  the  balances,  and 
extract  a  Trial  Balance  as  on  July  8,  1914. 

Cash  Balance,  £3  14s.  lOd. 
Bank  Balance,  £247  10s. 
Purchases,  £26  10s. 
Sales,  £79  Os.  3d. 

29.  On  January  1,  1914,  J.  Ferguson  started  business  as  a 
Grocer,  and  paid  £200  into  the  Union  Bank  by  way  of  Capital. 
On  that  day  goods  were  delivered  by  McDonald  &  Co.  to  him, 
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which  he  had  previously  ordered,  to  the  value  of  £50,  and  for 
which  he  paid  by  cheque,  deducting  5  per  cent  discount  for  cash. 
The  same  day  he  made  '  cash  sales  '  amounting  to  £4  6s.  2d., 
which  he  paid  into  the  Bank. 

On  January  2  he  drew  and  cashed  a  cheque  for  £5  for  petty  cash 
purposes,  and  purchased  for  cash  5s.  worth  of  stamps  and  15s. 
worth  of  stationery.  The  cash  sales  on  this  day  amounted  to 
£1  ys.  yd.,  which  he  paid  into  the  Bank  ;  and  he  also  sold  goods 
on  credit  to  Mrs.  Murphy  amounting  to  £2  4s.  6d.,  and  to  Mr. 
Graham  amounting  to  £1  4s.  4^. 

On  January  3  he  bought  further  goods  from  McDonald  &  Co., 
amounting  to  £25  16s.  iod.,  but  this  time  the  purchase  was  on 
'credit  terms.' 

On  January  4  Mrs.  Murphy  paid  £1  on  account  of  the  goods 
supplied  to  her,  and  this  amount  (together  with  the  cash  sales 
for  two  days,  £4  3s.  yd.)  was  paid  into  the  Bank.  On  the 
same  day  he  supplied  goods  amounting  to  £1  16s.  iod.,  on 
credit,  to  Mr.  Graham,  who,  at  the  time  of  ordering,  paid  for  the 
goods  supplied  on  January  2,  less  4s.  /\d.  discount,  and  this 
amount  was  paid  to  the  Bank. 

On  January  5  he  bought  goods  on  credit  from  W.  McNab  & 
Sons,  amounting  to  £14  12s.  8d.,  and  paid  McDonald  &  Co.'s 
account,  less  5  per  cent,  discount,  by  cheque. 

Open  Ledger  Accounts,  and  post  direct  the  above  transactions. 
Then  balance  the  accounts,  and  bring  down  the  balances. 
Bank  Balance,  £134  16s.  4d. 
Cash  Balance,  £4. 
Purchases,  £90  9s.  6d. 
Sales,  £15  3s. 

30.  On  January  1,  1914,  Mr.  George  Watson  commenced 
business  with  £600  in  Cash,  and  he  made  the  following  purchases, 
sales,  &c. : 

1914  i    s.  d. 

Jan.     2.     Purchased  goods  of  J.  Wild    .  .  20    o     o 

6.     Sold  goods  to  G.  Morgan  .  .  .       25   10     o 

9.     Paid  for  office  coals        .  .  .  .  18     9 

Purchased  of  T.  Parkes,  goods  ,  .       $6  14    o 
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19] 
Jan. 


4 
10. 

12. 

14- 


IS- 

17- 

20. 
24- 

30. 


Sold  to  H.  Walker,  goods 

Bought  sundry  goods  from  auction  for  cash 

Received  cash  from  G.  Morgan  in  settle- 
ment of  his  account,  allowing  him  dis- 
count for  the  balance  .... 

Paid  premium  for  insurance     . 

Paid  J.  Wild  his  account,  less  2\  per  cent, 
discount. 

Received  from  H.  Walker  on  account 

Sold  goods  to  G.  Harvey  and  received  cash 
same  time  ..... 

Paid  petty  cash  expenses  .  . 

Paid  wages  of  man  and  boy 


£   5. 

37  19 
125  is 

d. 

6 
5 

24  17 
16 

3 

0 

15    10     o 


33 

15 

0 

4 

4 

7 

7 

12 

0 

You  are  required  to  enter  the  above  transactions  in  the  Journal 
and  Cash  Book,  post  to  the  Ledger,  and  take  out  a  Trial  Balance. 
Purchases,  £202  9s.  5d. 
Sales,  £97  4s.  6d. 
Cash  Balance,  £515  5s.  6d. 


31.  Some  of  the  balances  in  John  Jones's  Ledger  on  October  I, 
1914,  were  : 

A  Fell,  Cr.  . 

R.  Lion 

B.  Smith,  Dr.      . 

A.  Seal 

Bills  Payable 

Stock  on  Hand    . 

Rent  due     . 

Petty  Cash  in  Hand 

Cash  at  Bank 

Open  the  Ledger. 

Enter  the  following  transactions  in  the   proper  subsidiary- 
books,  and  post  the  same  to  the  Ledger. 


£      s.  d. 

.  300  0  0 

165  0  0 

171  0  0 

300  0  0 

200  0  0 

855  0  0 

75  0  0 

1800 

55o  5  0 

1914 

Oct.     1 


Bought  of  A.  Fell,  cloth,  ^180. 
Bought  of  R.  Lion,  cloth,  £335. 

5.  Sold  to  A.  Seal,  cloth,  £220. 

6.  Sold  to  B.  Smith,  cloth,  £112  10s. 
8.     Paid  A.  Fell  by  cheque,  ^300. 

10.     Accepted  R.  Lion's  draft,  £500,  at  three  months  from  thia 

date. 
13.     Received  from  A.  Seal  cheque,  £292  105. 

Allowed  A.  Seal  discount,  £7  10s. 

Paid  cheque  for  rent,  £7$. 
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1914 
Oct.  15. 

19. 
20. 
23. 

24. 
26. 
28. 
3i. 


Sold  A.  Seal,  cloth,  £118  5s. 

Sold  B.  Smith,  cloth,  £216  105. 

At  B.  Smith's  request  drew  on  him  for  £500  at  three  months. 

Discounted   B.    Smith's   acceptance   at   my  Bankers,  who 

charged  for  discount  £4. 
Paid  Bills  Payable,  ^200. 
Bought  of  R.  Lion,  cloth,  ^250. 
Sold  B.  Smith,  cloth,  £225  10s. 
Drew  the  following  cheques  : 

Salaries,  ^30. 

Petty  cash  expenditure  for  month,  ^16. 

Private  drawings,  ^40. 
B.  Smith  returned  cloth  damaged,  £2$. 

Balance  the  Ledger  Accounts  and  bring  down  the  balances. 
Cash  Balance,  £18. 
Bank  Balance,  £677  15s. 
Purchases,  £765. 
Sales,  £892  15s. 

32.  The  Balance  Sheet  of  W.  Jackson  disclosed  the  following 
position  on  the  31st  December,  1913  : 

Balance  Sheet,  31ST  December,  191 3 


Liabilities 

i 

A  ssets 

£ 

Sundry  Creditors  : 

Freehold  Premises 

500 

B.  Adams 

•   £150 

Stock 

. 

300 

T.  Stroud 

.      200 

Sundry  Debtors  : 



350 

J.  Dawes   .       .   . 

^200 

Capital 

1,000 

D.  Evans  . 
Cash  at  Bank 

150 

350 
200 

i.35o 

1.350 

His  transactions  during  January  were  as  follows 


1914 
Jan.     1 


Bought  cotton  from  S.  Bacon,  as  per 
invoice    ..... 

Purchased  from  B.  Seddon,  cotton 

Received  cheque  from  J.  Dawes    . 

Paid  B.  Adams    ..... 

Discount  given    .... 

Accepted  Bill  drawn  on  him  byS.  Bacon 
at  10  days  for  .         , 


900  o 

765   IS 

200  o 

145  10 


900  O  0 
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1914 

Jan.     3. 


6. 


10. 


2. 


\7> 


19. 


Sold  to  J .  Dawes,  cotton  valued  at  . 
Carriage  on  same  .... 

D.  Evans  accepts  Bill  drawn  on  him  at 

14  days  after  sight    .... 
Cotton  sold  to  Joseph  Bennett 
Fire  Insurance  premium  paid 
Cheque  drawn  in  favour  of  petty  cash     . 
Wages  paid  out  of  petty  cash 
Salaries  paid  out  of  petty  cash 
Sold  cotton  to  J.  Stuart 
Received  cheque  from  J.  Dawes     . 
Discount  given    ..... 
Received  from    Joseph    Bennett,    duly 

accepted,   Bill  drawn  on  him  on  the 

4th  instant  at  3  months  from  date 
Paid  T.  Stroud    .... 
Cotton  sold  to  J.  Stuart 
Cotton   returned    by   J.  Stuart    as    not 

according  to  sample  . 
Cheque  received  from  J.  Stuart  in  settle 

ment  of  his  account  to  date 
Purchased  from  B.  Adams,  cotton  . 
Received  from  B.  Adams,  for  acceptance. 

Bill  drawn  at  3  months,  which  was  duly 

accepted. 
Sold  D.  Evans,  cotton  valued 
Sold  to  J .  Dawes,  subject  to  a  discount  of 

7^%  for  payment  within  7  days,  cotton 

valued  at  .... 

Petty   cash   payments   for   week    (office 

expenses)  .... 

Drew  from  Bank  for  petty  cash     . 
Paid  wages  .... 

,,     salaries        .... 
Drew  from  Bank  for  private  purposes 
Purchased  from  H.  Grant  one  motor- van 
S.  Bacon's  Bill  for  ^900  duly  met  by  the 

Bank    . 
Sold  cotton  to  J.  Stuart 
Sold  cotton  for  cash     .... 
Received  cash  from  J.  Dawes 
Discount  according  to  agreement  . 
Purchased  from  T.  Stroud,  cotton  to  the 

value  of  . 
Accepted   Bill  drawn   by  T.   Stroud   in 

favour  of  W.  Carr  at  7  days 
Sold  to  Joseph  Wilson,  cotton 
J.  Wilson  paid  on  account  and  gave  me 

his  acceptance  for  the  balance   at   3 

months    .••••• 
Petty  cash  drawn  from  Bank  •  . 

Wages  paid  out  of  petty  cash         #         . 


I     s.    d. 

450   10     o 

15     o 


150     o 

328  19 

3  o 
30  o 
18     o 

6  10 

355  16 

428     5 

22     5 


328  19  o 

200     o  o 

500     o  o 

35  10  o 

820     6  o 

,300     o  o 


298  17     o 


321     o 

3  o 

30  o 

18  o 

6  10 

10  10 

670  o 


433  10  o 

172  o  a 

296  18  6 

24  1  6 

729  o  o 

729  o  o 

278  10  o 


200  o  o 
30  o  o 
18    o    o 
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1914 

Jan.  20. 


23- 


24. 


26. 


28. 
29. 
30. 


Salaries  paid  out  of  petty  cash 

D.  Evans's  Bill  duly  met  and  proceeds 

paid  into  Bank 
Paid  for  repairs  to  motor-van 
Sold  cotton  to  J.  Bennett 
Sold  to  J.  Dawes,  cotton 

„    cotton  for  cash     . 

,,    R.  Good,  cotton  . 
Bought  from  T.  Stroud,  cotton 
Gave  T.  Stroud  cheque  for  and  accepted 

Bill  for  balance  at  1  month 
Drew  cheque  for  petty  cash  . 
Sundry    petty     cash    payments    (office 

expenses) 
Wages  paid  out  of  petty  cash 
Paid  salaries  out  of  petty  cash 
Drew  cheque  for  private  purposes 
Received  cheque  from  J.  Dawes 
Sold  cotton  for  cash     . 
Met  T.  Stroud's  Bill  falling  due  this  day 


i 

5. 

d. 

6 

10 

0 

150 

0 

0 

2 

10 

0 

156 

10 

O 

298 

0 

0 

156 

15 

0 

324 

0 

0 

1,015 

0 

0 

500 

0 

0 

30 

0 

0 

6 

0 

0 

18 

0 

0 

6 

10 

0 

30 

0 

0 

298 

0 

0 

300 

0 

0 

729 

0 

0 

Open  the  books  of  W.  Jackson,  enter  the  above  transactions 
in  proper  books  of  prime  entry,  post  to  Ledger,  and  draw  out 
Trial  Balance.  The  Bills  are  to  be  placed  in  properly  ruled  Bill 
Books.  All  moneys  are  paid  to  Bank  as  received,  and  payments, 
except  where  otherwise  stated,  are  made  by  cheque. 

Cash  Balance,  £13. 

Bank  Balance,  £580  19s.  6d. 

Purchases,  £4,709  15s. 

Sales,  £4,374  7s. 


33.  James  Cripps  started  business  as  a  Coal  Merchant  on 
1st  July,  1914,  paying  (as  his  Capital)  to  his  Bankers  £250  ; 
purchasing,  for  £50,  a  horse  and  van  from  Timothy  Toogood, 
and  60  tons  of  coal  at  ns.  6d.  from  the  Stiff  Colliery  Co.,  Ltd. 

On  2nd  July  he  sold  15  cwt.  of  coal  at  is.  per  cwt.  for  cash. 

On  3rd  July  he  sold  12  cwt.  of  coal  at  lid.  per  cwt.  for  cash, 
and  5  tons  at  19s.  a  ton  to  Miss  Graham  on  credit.  He  paid  the 
Stiff  Colliery  Co.,  Ltd.  (by  cheque),  £25  on  account,  and  drew  a 
cheque  for  £1  for  Petty  Cash. 

On  4th  July  he  sold  14  cwt.  of  coal  at  is.  id.  per  cwt.  for  cash, 
and  2  tons  at  19s.  6d.  per  ton,  to  Mrs.  Smith,  on  credit.    He  re- 
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ceived  and  paid  into  his  Bank  a  cheque  from  Miss  Graham,  in 
payment  of  her  account,  less  10s.  allowed  for  short  weight. 

On  5th  July  he  sold  20  tons  of  coal  at  18s.  6d.  a  ton  to  A. 
Evans,  and  received  from  him  £10  on  account,  which  he  paid  into 
his  Bank.  He  sent  the  Stiff  Colliery  Co.,  Ltd.,  a  cheque  in  settle- 
ment of  their  account,  less  2 \  per  cent,  discount. 

On  6th  July  he  paid  Timothy  Toogood  £50  by  cheque. 
Open  Ledger  Accounts,  and  post  the  above  direct  thereto. 
Balance  the  accounts  and  bring  down  the  balances. 
Cash  Balance,  £181  13s.  5d. 
Sales,  £27  5s.  2d. 
Purchases,  £34  10s. 

34.  On  the  2nd  January,  1914,  Charles  Baines  commenced 
business  by  paying  his  Capital  of  £500  into  the  Union  Bank, 
Ltd.     Transactions  for  the  month  : 

1914.  £    s.    d. 

Jan.  3.     Purchased  cotton  goods,  on  credit,  from 

Paul  Burford       .  .  .  .  .       84   10     1 

Purchased  silk  from  W.  Walker  &  Co.,  on 

credit  .  .  .  .  .  .       74     1    10 

5.  Bought  of  B.  Burns,  velvet,  on  credit,  less 

10%  trade  discount  ....  102  o  o 
Drew  from  Bank  for  petty  cash  purposes  10  o  o 
Sold  Richd.  Leicester  &  Co.,  silk,  £62  10s. 

velvet         .  .         .         .  .  75     8     o 

6.  Purchased  postage  stamps  out  of    petty 

cash  .......  50 

Paid  trade  expenses,  by  cheque        .  .         862 

7.  Received  from  R.  Leicester  &  Co.,  cheque 

for  the  amount  of  their  account,  less  5  % 

cash  discount. 
10.     Paid  salaries,  by  cheque  .  .  .        10     o     o 

17.     Purchased,  on  credit,  from  R.  Hampton, 

tweed  .  .  .  .  .  65     8     6 

20.  Returned  tweed,  damaged,  to  R.  Hampton         6  10     o 

21.  Paid  Paul  Burford  on  account        .  .        50     o     o 

.    Open  the  Ledger  Accounts  and  post.     Balance  the  accounts 
and  draw  Trial  Balance. 

Cash  Balance,  £9  15s. 

Bank  Balance,  £552  13s.  lid* 

Purchases,  £315  16s.  5d. 

Sales,  £137  18s. 
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35.  To  what  Ledger  Accounts,  and  on  which  side,  would  you 
expect  to  find  the  undermentioned  transactions  posted  : 

(a)  Drew  cheque  for  weekly  wages,  £160. 

(b)  Drew  cheque  for  new  printing  machine,  £650. 

(c)  Received  cheque  from  R.  Robinson,  in  settlement  of 

his  account  (less  5  per  cent,  discount),  £47  10s. 


36.  W.  Brown,  a  Wine  and  Spirit  Merchant,  had   on    De- 
cember 31,  1913,  the  following  assets  : 


Cash  at  Bank    . 

Cash  in  Hand    . 

Port  Wine,  5  pipes  at  ^60 

Sherry,  5  butts  at  £50 

Owing  by  H.  Johnson 

Bill  Receivable  (J.  Smith,  due  Jan. 

Office  Furniture 


2,  1914) 


His  Liabilities  on  the  same  date  were : 


Due  to  A.  Robinson    ..... 

Due  to  W.  Walters 

Bill  Payable  (A.  Robinson,  due  Jan.  6,  1914)  • 


i 

5. 

d. 

500 

O 

0 

50 

O 

0 

300 

O 

0 

250 

0 

0 

50 

0 

0 

250 

0 

0 

IOO 

0 

0 

1,500 


i 

s. 

d. 

90 
60 

0 

0 

0 
0 

50 

0 

0 

On  January  1,  1914,  a  Company  was  formed,  with  a  Capital 
of  £2,500  in  £1  Shares,  to  purchase  W.  Brown's  business  ;  and 
it  was  agreed  that  the  Purchase  Price  should  be  an  amount  equal 
to  his  Capital  in  the  business  on  December  31, 1913,  to  be  paid 
as  to  £500  in  Cash,  and  the  balance  in  Fully  paid  Shares,  the 
Company  taking  over  all  the  Assets  and  Liabilities  of  the 
business.  The  remaining  Shares  were  issued  to  the  public  and 
were  duly  subscribed,  allotted,  and  paid  up. 

You  are  required  to  make  the  necessary  entries  recording  the 
above,  and  to  pass  through  the  proper  books  the  following 
transactions  : 
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1914 

Jan.     2.     Drew  cheque  for  petty  cash,  ^30. 

Sold  to  H.  Johnson  10  dozen  of  sherry  at  25s.  a  dozen 

and  1  pipe  of  port  at  £70. 
Bought  of  W.  Glass  30  dozen  quart  bottles  at  2s.  a  dozen, 

and  15  dozen  pints  at  is.  6d.  a  dozen. 
3.     Paid  cash  for  dock  charges,  £2  15s. 

Bought  from  J.  Lewis  10  hogsheads  of  brandy  at  £40, 

giving  him  a  Bill  at   2   months,  he  allowing  2^% 

discount. 
Paid  wages  and  office  salaries,  drawing  and  cashing 

cheque  for  same,  £4. 

5.  Received  from  H.  Johnson  on  account,  ^50. 

Paid  Preliminary  Expenses  in  connexion  with  the 
formation  of  the  Company,  including  legal  charges, 
£100. 

6.  Bought  of  A.    Robinson   2  pipes  of  port  at  £55  per 

pipe  and  6  10-gallon  casks  of  whisky  at  £8  a  cask. 
Bill  Payable  (A.  Robinson)  paid  by  Bank,  ^50. 

7.  Paid  W.  Walters'  account,  less  2\  per  cent  discount. 

8.  Paid  cash  for  repairs  to  cellar  door,  ^10  gs.  Sd. 

9.  Drew  cheque  for  petty  cash,  £5. 

10.     Paid  wages  and  office  salaries,    drawing  and  cashing 

cheque  for  same,  £6. 
Received  cheque  from  H.  Johnson  in  settlement  of  his 

account,  less  5  per  cent  discount  on  the  whole  of  his 

purchases  from  January  1. 
Paid  J.  Smith's  Bill  for  £250  to  the  Bank. 
12.     Bill  Receivable  given  by  J.  Smith  for  ^250  returned 

dishonoured. 
14.     Sold  to  T.  Kino  3  dozen  whisky  at  39s.,  2  dozen  port  at 

44s.,  5    dozen  sherry  at   25s.,  and  3  dozen  brandy 

at  605.  per  dozen. 


All  moneys  received  were  at  once  paid  into  the  Bank ;  and 
(unless  stated  otherwise)  all  payments  were  made  by  cheque. 

Balance  the  Ledger  Accounts  as  on  January  15,  1914 ;  bring 
down  the  balances  and  extract  a  Trial  Balance. 

Note. — No  Profit  and  Loss  Account  or  Balance  Sheet  is  to  be 
prepared. 


Purchases,  £562  2s.  6d. 
Sales,  £108. 

Cash  Balance,  £21  15s.  4d. 
Bank  Balance,  £1,624  lis.  6d. 
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37.  John  Druce,  a  Cycle  Dealer,  had  on  December  31,  1913, 
the  following  Assets  : 

i     t.    d. 

Cash  at  Bank    .......  300    o     o 

Cash  in  Hand    .          .          .          .          .          .          .  2500 

Stock        ........  650     o     o 

Furniture  and  Fittings       .          .          .          .          .  120     o     o 

Bills  Receivable  : 

A.  Graves  (due  Jan.  9,  1914)    .          .          .          .  7500 

B.  Walters  (due  Jan.  10,  1 9 14)           .          .          .  125     o     o 
Owing  by  : 

A.  Brown       ..          .          .          .          .  2500 

J.  Smith         .          .          .          .          .          .          .  45     o     o 

A.  Graves                .          .          .          .          .          .  20    o     o 

B.  Walters     .......  10    o    o 

M.  Robinson           ......  105     o     o 


,500 


o     o 


His  Liabilities  on  the  same  date  were  : 

I    *•  d. 

Due  to  H.  Sweeting   .          .          .          .  .  1 50     o  o 

Due  to  A.  Fisher        .          .          .          .          .  .  75     o  o 

Bills  Payable  : 

S.  Unwin  (due  Jan.  6,  1914)    .          .          .  .  90     o  o 

F.  Lord  (due  Jan.  8,  1914)        .  .  .  .  8500 


400 


John  Druce  agreed  to  take  M.  Robinson  into  partnership, 
conditionally  upon  the  amount  owing  by  him  to  John  Druce  on 
December  31,  1913,  being  paid  at  once  ;  also  upon  his  bringing 
into  the  business,  in  Cash,  the  same  amount  of  Capital  as  was 
standing  to  the  credit  of  John  Druce  *s  Capital  Account  at  this 
date.  One  half  of  this  latter  amount  was  to  be  paid  out  in 
Cash,  by  way  of  premium,  to  John  Druce,  and  was  to  appear  in 
the  books  of  the  partnership  as  Goodwill.  These  conditions 
were  duly  carried  out  as  on  January  1,  1914. 

You  are  required  to  make  the  necessary  entries  recording  the 
above,  and  to  pass  through  the  proper  books  the  following  trans- 
actions : 
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1914 
Jan.     1.     Bought  of  H.  Sweeting  1  dozen  bicycle  frames  at  155. 
each. 
Bought  for  cash  4  dozen  wooden  crates  at  35.  each. 

2.  Sold  A.  Brown  3  bicycles  at  £7  10s.  each,  one  of  which 

was  returned  on  January  3. 

3.  J.  Smith    paid  his  account,  deducting  £2  for  bicycle 

damaged  in  transit. 
Sold  B.  Walters  2  bicycles  at  £8  8s.  each,  charging  him 

with  2  crates  at  35.  6d.  each. 
Bought  of  A.  Fisher  6  pairs  of  wheels  at  30s.  a  pair, 

and  a  job  lot  of  accessories  for  £$. 

5.  Paid  office   salaries  and  wages,  drawing  and  cashing 

a  cheque  for  same,  £6  10s. 
Each  partner  drew  out  in  cash  £$  on  private  account. 

6.  Paid  A.  Fisher  by  cheque,  £2$  on  account. 

Bill  Payable  (S.  Unwin)  due  this  day,  paid  by  Bank. 
Sold  J.  Smith  1  bicycle  for  £7  10s.,  upon  which  he  paid 
£2  on  account. 

7.  Bought  for  cash  2  second-hand  bicycles  at  15s.  each, 

one  of  which  was  sold  for  cash  the  same  day  for  25s. 
Cashed  cheque  for  £10  for  petty  cash  purposes. 

8.  Bill  Payable  (F.  Lord)  due  this  day,  paid  by  Bank. 
B.  Walters  paid  the  balance  of  his  account  as  on  this 

day,   deducting   5    per  cent,   discount,   which  was 
disallowed. 

9.  Bill    Receivable    given    by   A.    Graves    returned    dis- 

honoured, a  new  Bill  at  1   month  being  given  for 

the  whole  of  his  account. 
Sold  to  B.  Walters  20  brakes  at  25.  each  and  6  lamps 

at  55.  each. 
Bought  of  F.  Lord,  6  dozen  lamps  at  3s.  each. 
10.     Bill  Receivable,  B.  Walters,  duly  met. 

Sold  A.  Graves  a  second-hand  bicycle  for  30s. 
12.     Paid  office   salaries  and  wages,  drawing  and  cashing 

cheque  for  £6. 
Each  partner  drew  in  cash  £3  for  private  purposes. 
A  Brown  accepted  a  Bill  at  3  months  drawn  upon  him 

for  the  balance  owing  by  him  at  this  date. 

All  moneys  received  were  paid  at  once  into  the  Bank.  Balance 
the  Ledger  Accounts  as  on  January  12,  1914,  bring  down  the 
balances,  and  extract  a  Trial  Balance. 

Note. — No  Profit  and  Loss  Account  or  Balance  Sheet  to  be 
prepared. 

Cash  Balance,  £14  6s. 
Bank  Balance,  £929  10s.  Wd. 
Purchases,  £42  10s. 
Sales,  £53  8s. 
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38.  Enter  the  following  transactions  in  the  proper  subsidiary 
books,  post  to  the  Ledger,  and  extract  a  Trial  Balance. 

A.  Samuel,  being  about  to  retire  from  business  which  he  had 
for  some  time  carried  on  as  a  Coal  Merchant,  concluded  negotia- 
tions with  J.  Parker  under  which  J.  Parker  agreed  to  purchase 
the  Assets  of  the  business  as  they  stood  on  February  2nd,  1914, 
upon  the  following  terms  : 

Goodwill,  £500,  to  be  discharged  by  four  acceptances  of  £125 
each,  dated  February  2nd,  1914,  at  2,  4,  6,  and  8  months 
respectively. 

Stock  on  Hand,  and  Rolling  Stock,  Horses,  &c,  to  be  paid 
for  by  cheque  on  receipt  of  the  valuers'  certificates. 

Fittings  and  Fixtures,  £100,  to  be  paid  for  by  cheque  on 
February  2nd,  1914. 

The  book  debts  to  be  collected  by  J.  Parker  on  behalf  of  A. 
Samuel.  All  the  book  debts  collected  in  each  month  to  be  paid 
to  A.  Samuel  on  the  last  day  of  the  month  in  which  they  were 
collected,  less  5  per  cent,  on  the  total  amount  collected  during 
the  month. 

On  February  2nd,  1914,  J.  Parker  opened  his  business  banking 
account  with  the  London  Banking  Co.,  by  a  payment  in  of 
£3,000. 

He  handed  to  A.  Samuel  cheque  £100  for  the  purchase  of  the 
Fittings  and  Furniture. 

The  following  were  further  transactions  during  the  month  : 

1914. 

Feb.     2.     Sold  to  E.  Mallett  &  Co.,  50  tons   Derby  coal  at  25s. 
per  ton. 
3.     Drew  cheque,  £$o,  for  petty  cash. 

5.  Received  certificate  that  the    value  of  the  stock  of 

coal  on  hand  at  February  1st,  was  £853  6s. 
Sent  A.  Samuel  cheque  in  accordance  with  agreement. 

6.  Sold  L.  Bide  160  tons  Kitchen  coal  at  22s.  6d.  per  ton, 

and  80  tons  Welsh  Steam  coal  at  28s.  per  ton. 
Received  from  E.  Mallett  &  Co.,  cheque  for  debt  owing 
on  January  31st  last,  £55, 

7.  Received  certificate   that  the    value   of    the   Rolling 

Stock,  Horses,  etc.,  on  February  1st  was  £950.     Sent 
A.  Samuel  cheque  in  accordance  with  agreement. 
9.     Shipped  to  A.  Wolf,  of  Kiel,  420  tons  Brightside  coal 
at  2 is.  per  ton,  on  consignment. 
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.1914. 

Feb.     9.     Paid  by  cheque  freight  and  Insurance,  £42,  on  consign- 
ment to  A.  Wolf. 
Bought  of  the  Derby  Mining  Co.,  500  tons  of  coal  at 
1 2s.  6d.  per  ton. 

10.     Paid,  by  cheque,  Midland  Railway  Co.'s  account,  ^125, 
for  carriage  on  coal  purchased  from  Derby  Mining  Co. 
Received  from  B.  Smart,  cheque  for  account  due  to 
A.  Samuel,  £85. 

12.     Accepted  Derby  Mining  Co.'s  Draft  at  two  months, 
dated  February  9th,  for  coal  purchased  on  that  day. 

14.     Sold  to  E.  Mallett  &  Co.  100  tons  Kitchen  coal  at  235. 
per  ton,  and  50  tons  Derby  coal  at  26s.  per  ton. 

17.     Drew  on  E.  Mallett  &  Co.,  at  two  months  from  this 
date,  for  the  amount  of  their  account. 

21.  Bought  of  the  Welsh  Colliery  Co.,  1,000  tons  coal  at 
155.  per  ton,  terms  2%%  discount  in  one  week. 
E.  Mallett  &  Co.  returned  Draft  forwarded  to  them  on 
February  17th,  unsigned,  and  sent  in  its  place  their 
Draft  for  a  similar  amount  accepted  by  Smith  &  Sons, 
which  J.  Parker  placed  under  discount  at  the  London 
Banking  Co.,  who  charged  ^3  for  discount. 

23.     Received  of  A.  Wolf,  of  Kiel,  account  Sales  of  Consign- 
ment with  Sight  Draft  on  Montagu  &  Co.  for  net  pro- 
ceeds, £500. 
Handed  Draft  to  London  Banking  Co.  for  collection. 

26.     Paid  by  cheque,  Welsh  Colliery  Co.  the  amount  of  their 
account. 

28.     Sent  cheque  to  A.  Samuel  in  settlement  of  debts  col- 
lected on  his  behalf,  less  5%. 
Paid   by   cheque,    G.W.R.    Co.'s   charges,    ^300,    for 
carriage  on  Welsh  coal. 

Cash  in  Hand,  £50. 
Cash  at  Bank,  £594  19s. 
Purchases,  £1,062  10s. 
Sales,  £534  10s. 

39.  On  May  31,  1914,  George  Kent  paid  Thos.  Fisher  £32  10s. 
He  paid  this  by  cheque  on  the  Credit  Banking  Company,  Limited. 
Sketch  the  form  of  cheque  he  would  use,  and  '  draw  '  it,  making 
it  as  secure  as  you  can  against  loss  by  theft  or  mischance. 

40.  A  Bill  drawn  in  Denmark  upon  an  English  firm,  is  marked 
as  payable  in  the  '  middle  of  April.'  Upon  what  day  can  pay- 
ment be  demanded  ? 

April  iSth. 
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41.  The  cheque  set  out  hereunder  was  sent  to  James  Colston  & 
Co.  by  post : 

No.  D.  39654.  London,  20th  January,   1914. 

LLOYD'S    BANK    LIMITED 

Pay  Messrs.  Colston  &  Co., ,  or  order,  Twenty 

eight  pounds  ten  shillings  and  sixpence. 

^28  105.  6d.  Robert  Radford  &  Co. 

What  are  cheques  of  this  kind  called  ?  How  could  Rad- 
ford &  Co.  have  made  the  cheque  more  difficult  to  cash  in  the 
event  of  its  being  stolen  ?  and  explain  why.  Who  are  the  payees 
on  the  cheque,  and  who  are  the  drawers  ? 

42.  Pass  the  following  transactions  of  H.  Wat  kins  through 
the  proper  books  of  prime  entry,  and  make  all  entries  necessary 
to  complete  the  double  entry. 

1914 
Jan.     8.     Accepted  Draft  drawn  by  A.  Stonehurst  to  his  own 

order  for  £165  at  3  months  from  the  6th  instant. 
10.     Received   from  W.    Derby   Bill  of   Exchange   drawn 

payable  2  months  from  the  8th  instant,  for  £225,  and 

duly  accepted  by  him.     Payable  at  North  Western 

Bank,  Lombard  Street. 
16.     Received  from  A  Brock,  Bill,  duly  accepted,  drawn 

to  own  order  for  ^729  at  3  months. 
23.     Returned  to  A.  W.  Taylor,  duly  accepted,  Bill  drawn  2 

months  from  this  date  for  ^236  in  favour  of  F.  Morris. 
Feb.   11.     Discounted  with  Bankers  Bill  accepted  by  W.  Derby 

on  the  10th  January,  the  discount  rate  being  4}% 

per  annum. 
12.     Received  from  R.  C.  Cracknell  his  acceptance  at  one 

month  from  the  10th  instant  for  £125. 
25.     Messrs.  A.  Shepherd  &  Co.,  Ltd.,  return  Bill  drawn 

on  them  at  3  months  for  £928,  duly  accepted  and 

payable  at  Messrs.  Smith  &  Leonards  Bank,  Bristol. 
Mar.   14.     Bill  accepted  by  R.  C.  Cracknell  was  dishonoured  by 

his  Bankers.     Noting  charges,  55. 

Bills  Receivable,  £2,007. 
Bills  Payable,  £401. 

43.  Enter  the  following  items  in  the  Ledger  of  A.  B.  &  Co., 
after  passing  them  through  properly  ruled  Bill  Books : 
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1914 
Feb.     5.     Forwarded  to  Chas.  Chapman  &  Sons  duly  accepted  Bill 
of    Exchange  drawn  by  them  in  their  own  favour 
at  2  months  from  the  3rd  instant  for  £250. 

19.  Received  from  Albert  Way  for  acceptance  Bill  of  Ex- 
change drawn  against  A.  B.  &  Co.  for  £1 3  5  at  3  months 
sight  in  his  own  favour.  Accept  this  Bill,  making  it 
payable  at  London  Bank,  Cornhill,  and  return  the 
same  to  A.  Way. 

24.  Received  from  Messrs.  A.  Webb  &  Sons  accepted  Bill 
in  favour  of  A.  B.  &  Co.  at  3  months  from  the  22nd 
instant  for  ^300,  payable  at  the  London  and  South 
Western  Bank,  Lower  Thames  Street. 
Mar.  3.  Accepted  Bill  drawn  by  Messrs.  Frank  Venables,  Ltd., 
for  ^626  at  4  months  from  this  date,  making  the 
same  payable  at  London  Bank,  Cornhill. 

11.  Messrs.  Wakeman  Bros,  return  Bill  drawn  on  them  to 
order  of  A.  B.  Sc  Co.  at  3  months  from  the  8th  instant 
for  ^452,  duly  accepted,  payable  at  their  office,  46, 
Water  Lane. 

27.  Received  from  C.  Chapman  &  Sons  duly  accepted  Bill 
drawn  on  them  in  favour  of  H.  Brown  for  ^159  at 
6  months  from  sight.  The  Bill  was  accepted  on 
the  25  th  instant,  and  was  forwarded  to  H.  Brown 
in  due  course. 

31.  Returned  to  Messrs.  Hobson  &  Maxwell  Bill  drawn  in 
their  own  favour  on  A.  B.  &  Co.  at  2  months  from  this 
date  for  ^725,  having  accepted  the  same  and  made 
it  payable  at  London  Bank,  Cornhill. 

Bills  Receivable,  £911. 
Bills  Payable,  £1,736. 

44.  Post  the  undermentioned  items  into  their  proper  Ledger 
Accounts  : 

1914 
Jan.  13.     Received  from  Messrs.  Painter  Bros.,  Ltd.,  Bill  of  Ex- 
change for  £300  payable  at  3  months  from  to-day. 
22.     Received  the  acceptance  of  A.  Walters  for  ^520  at  2 

months  from  the  20th  instant. 
24.     Accepted  Bill  drawn  on  me  by  W.  Norman  for  ^230  at 
3  months  from  the  22nd. 
Feb.  17.     Discounted  with  my  bankers  at  4%  the  acceptance  of 
Messrs.  Painter  Bros.,  Ltd. 
18.     Forwarded  to  O.  Field  &  Sons  Bill  drawn  on  me  at 
10  days  from  to-day  for  ^110,  having  accepted  the 
same  and  made  it  payable  at  my  Bankers. 
26.     Received  from  W.  O.  Kirk  his  acceptance  for  ^320  at 
14  days  from  the  25th  instant. 
Mar.     3.     Bill  drawn  by  O.  Field  &  Sons  duly  paid  by  my  bankers. 
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1914 

Mar.   14.     Bill  received  from  W.  O.  Kirk  presented  for  payment 

but  dishonoured  by  his  bankers.     Noting  charges,  $s. 

Received   acceptance  from  Messrs.    Painter   Bros,   at 

3  months  for  ^325. 

18.     Paid  A.  Walters' acceptance  into  the  Bank  for  collection. 

20.  Accepted  Bill  drawn  on  me  by  \V.  Norman  for  ^300  at 

2  months  from  the  18th. 

21.  Acceptance  of  A.  Walters  duly  honoured  upon  pre- 

sentation. 

Bills  Receivable,  £1,465. 
Bills  Payable,  £640. 

45.  W.  Kirkby,  for  the  purpose  of  supplying  J.  Walker  with 
sufficient  Cash  to  meet  several  Bills  falling  due  during  the  month 
of  January,  accepted  a  Bill  drawn  on  him  by  J.  Walker  at  three 
months  from  the  1st  January,  1914,  for  £800,  and  on  the  3rd 
January  J.  Walker  discounted  this  Bill  with  his  bankers  at 
4I  per  cent.  J.  Walker  had  agreed  to  put  W.  Kirkby  in  sufficient 
funds  to  meet  the  Bill  on  the  1st  April,  but  as  his  expectations 
had  not  fully  matured  by  this  date  he  wrote  to  W.  Kirkby,  offer- 
ing to  pay  £400  and  accept  a  Bill  for  the  balance  plus  interest 
at  5  per  cent,  for  three  months.  W  Kirkby  accepted  this  offer 
and  on  its  due  date  met  the  first  Bill. 

Record  the  above  dealings  in  the  Ledgers  of  both  parties. 

Kirkby' s  Books — Bills  Receivable,  £405, 
Bills  Payable,  £800. 

Walker's  Books— Bills  Receivable,  £800. 
Bills  Payable,  £405. 

46.  On  2nd  March,  1914,  Samuel  Sparrow,  Merchant,  had 
Cash,  £360  10s.  6d. ;  Goods,  £450  15s.  Debtors :  James 
Crow  £220  125.  6d.,  Thomas  Finch  £150  17s.  6d.,  John  Jay 
£270  4s.  6d.  Creditors  :  Louis  Lark,  £180  17s.  gd.  ;  Robert 
Rook,  £200  2s.  3d. 

Find  and  credit  his  Capital.  Enter  the  transactions  in  suitable 
books,  post,  draw  out  a  Trial  Balance,  balance  the  accounts,  and 
make  out  a  Profit  and  Loss  Account  and  Balance  Sheet. 


PRACTICAL  QUESTIONS 


281 


1914 


Mar. 


10. 


14. 
16. 


i/- 


20. 
21. 


23- 


24. 
25- 

27. 
28. 
30. 
31. 


Samuel  Sparrow  drew  cash  for  self  . 
Received  cash  from  J.  Crow,  £210  ;  dis- 
count ..... 
Paid  for  postages  .... 
Cash  purchases  .... 
Sold  goods  to  J.  Crow  . 
Charged  him  for  carriage  paid  on  abov 

goods  ..... 

Received  cash  of  T.   Finch,   ^147  ;     dis 

count  ..... 

Paid  rates     ..... 
Cash  sales 
T.  Finch  bought  goods  . 
Sales  to  L.  Lark  .... 
Paid  L.  Lark  cash,   £127  ;    received  dis 

count 
Sales  to  H.  Robin  . 
Purchases  from  L.  Lark 
Paid  R.  Rook  cash,  ^195  ;    received  dis 

count  .... 

Received  cash  from  H.  Robin 
J.  Crow  bought  goods     . 
R.  Rook  sold  me  goods  . 
Received  cash  of  John  Jay  in  full  settle 

ment  ..... 

Wrote  off  his  balance  as  Bad  Debt  . 
Bought  goods  of  Charles  Wren 
Received  cash  for  a  Bad  Debt  written  off 

two  years  ago     . 
Purchases  from  R.  Rook 
Paid  R.  Rook  cash 
Received  cash  from  J.  Crow 
Paid  wages    . 
Paid  rent 
Interest  on  Capital 

•     Stock  on  Hand,  ^529  145.  gd. 


1 

s. 

d. 

20 

0 

0 

10 

12 

6 

I 

7 

6 

210 

5 

3 

17s 

6 

8 

I 

13 

4 

3 

17 

6 

4 

15 

0 

130 

2 

6 

180 

13 

4 

5o 

0 

0 

3 

17 

9 

135 

n 

8 

21S 

10 

6 

5 

2 

3 

35 

n 

8 

28 

10 

0 

165 

6 

0 

255 

10 

0 

14 

14 

6 

54 

2 

6 

27 

15 

0 

45 

10 

2 

100 

0 

0 

77 

0 

0 

16 

17. 

6 

25 

0 

0 

4 

10 

0 

Gross  Profit,  £88  9s. 
Net  Profit,  £43  10s. 


6d. 


47.  A.  Jones  started  business  on  1st  January,  1914,  with  a 
Cash  Capital  of  £500,  and  had  the  following  transactions  : 


1914 

£    s. 

d. 

Jan.     2. 

Bought  goods  of  E.  Wild 

8   10 

0 

„             „           F.  Martin    . 

11    18 

0 

Castle  &  Co. 

14     0 

0 

Sold             ,,     to  T.  George   . 

35     0 

0 

W.  Holder 

3   10 

0 
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1914 
Jan.    3. 


6. 
8. 
9- 

10. 
12. 


16. 

17. 

22. 

24. 
26. 
30. 

31. 


Bought  goods  of  Castle  &  Co. 

Returned  goods  to  Castle  &  Co.,  not  ac- 
cording to  order 

Paid  cash  for  cheque  book 

Sold  W.  Holder  goods 
,,  A.  Wilsher  goods 
,,    J.  Smart  goods 

Paid  Castle  &  Co.  . 

Bought  of  Castle  &  Co.  goods 

Drew  Bill  on  J.  Smart  and  received  back 
accepted  by  him 

Sold  goods  to  J.  Smart   . 

Bought  goods  of  F.  Martin    . 
Castle  &  Co. 
,,  ,,    for  cash   . 

Sold  goods  for  cash 

Paid  wages    .... 

Sent  cheque  to  F.  Martin 

A.  Jones  withdrew  for  private  use 

Received  cash  from  W.  Holder 

Paid  Castle  &  Co.  . 

Received  cash  from  T.  George 

Sold  A.  Wilsher  goods     . 

Bought  goods  of  E.  Wild 

Accepted  E.  Wild's  Bill  at  one  month 

Paid  rent      .... 
„     Electric  Light  Account 

Cash  sales  during  month 

Value  of  Stock,  £320. 


i 

s. 

d. 

25 

0 

0 

5 

0 

0 

5 

0 

2 

7 

0 

19 

0 

0 

128 

0 

0 

34 

0 

0 

45 

0 

0 

128 

0 

0 

34 

0 

0 

76 

2 

0 

no 

0 

0 

3 

7 

0 

15 

0 

0 

10 

0 

0 

50 

0 

0 

20 

0 

Q 

5 

17 

O 

100 

0 

O 

35 

0 

O 

10 

0 

O 

no 

0 

0 

100 

0 

O 

12 

0 

O 

4 

17 

O 

75 

0 

O 

Prepare  Trial  Balance,  Profit  and  Loss  Account,  and  Balance 
Sheet. 

Gross  Profit,  £253. 
Net  Profit,  £215  18s. 
Final  Capital,  £695  18s. 


48.  Journalize  the  following  transactions  in  an  unclassified 
form.  Then  post  into  a  Ledger.  Then  balance  the  Ledger,  as- 
certain the  net  Capital  and  the  net  Profit  or  Loss.  No  Trial 
Balance  to  be  made.     Separate  accounts  for  Port  and  Sherry. 


1914 
Feb.    2. 


6. 


On  hand,  3  butts  sherry  (duty  paid)  at  £70,  £210. 
Debts  due  to  firm — A.  Savage  £42  js.  6d.t  F.  Romer 
£119  2s.  Sd.  Debts  owing  by  firm — J.  Porter 
£68  35.  $d. 

Bought  of  E.  Wedgwood,  6  pipes  of  port  at  £60,  £360. 

Sold  to  W.  J.  Rose,  1  butt  sherry  at  £80. 

Sold  James  Hagger,  2  butts  sherry  at  £71,  £142. 
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1914 
Feb.  9. 


16. 


Received  of  W.  J.  Ross  his  acceptance  at  2  months, 

^80. 
Received  of  James  Hagger,  ^138  95.   (for  amount  of 

his  account,  £142,  less  discount  £3  lis.). 
Sold  A.  W.  Hemming,  5  pipes  of  port  at  £6$,  ^325. 
Received  of  F.  Romer,  cash  £1 19  2s.  Sd. 
Paid  into  a  Bank  Account,  £170.     Accepted  Draft  of 

E.  H.  Wedgwood  at  1  month,  ^360. 
Paid  duty,  by  cheque,  for  A.  W.  Hemming,  on  1  pipe 

port,  £31  15.  gd. 
Drew  cheque  for  clerk  on  account  of  petty  cash,  £10  \ 

for  salary,  £12.     A.  W.  Hemming  paid  into  my  Bank 

Account,  £31  is.  gd. 

Net  Profit,  £21  9s. 

Final  Capital,  £336  15s.  9d. 


49.  At  the  end  of  October  1914  my  books  showed  the  following 
balances  : 


Creditor,  C.  Fisher 

Goods 

Bills  Payable 

Debtors :    T    Carpenter 
S.  Fry 
R.  Joiner     . 

Bank  .    '     . 


1 

5. 

i. 

217 

10 

0 

817 

0 

0 

219 

0 

0 

73 

2 

9 

69 

8 

4 

S3 

17 

5 

119 

4 

1 1 

All  payments  are  made  by  cheque,  and  all  amounts  received 
are  paid  into  the  Bank  upon  receipt. 

The  following  are  the  transactions  for  November  1914 : 


1914 
Nov. 


Bill  payable  (No.  2)  matured  and  was  paid  by  Bank, 
^48  105. 

6.     Bought  goods  from  C.  Fisher,  ^35. 
11.     R.  Joiner  settled  his  account  by  cheque  —  I  allowed 

him  £1  175.  $d.  discount — £52. 
16.     Sold  goods  to  T.  Carpenter,  ^29  135.  sd. 
19.     Accepted  C.  Fisher's  Draft  for  ^200,  and  gave  him  my 

cheque  for  £52  105. 
23.     Sold  goods  to  S.  Fry,  £41  35.  $d. 
25.     T.  Carpenter  paid  on  account,  ^40. 
Sold  goods  to  B.  Merry,  £27  16s.  $d. 
31.     Cash  purchases  during  the  month,  ^43  $s. 
Cash  sales  during  the  month,  ^123  175.  2d. 
Paid  trade  expenses  for  the  month,  ^41  1  is.  gd. 
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Open  the  books  on  November  i,  1914,  by  means  of  the  proper 
Journal  entries,  and — 

(a)  Journalize  all  the  transactions  in  order  of  date.  The 
Cash  entries  are  not  to  be  summarized ;  Bills  are  to  be  inserted 
in  the  Journal ;  supplementary  books,  such  as  Bill  Books  or 
Bought  and  Sold  Books,  are  not  to  be  opened. 

(b)  Post  the  Ledger  from  the  Journal. 

(c)  Take  out  the  Trial  Balance. 

(d)  Having  struck  the  Trial  Balance,  close  the  books  and 
draw  up  a  Balance  Sheet,  taking  goods  on  hand  as  worth  £750, 
and  making  the  necessary  Journal  entries  for  Profit  and  Loss. 

Net  Profit,  £33  16s. 

Balance  of  Capital,  £729  19s.  5d. 


50.  On   September 
was  as  follows  : 

Cash  in  Hand  . 
Cash  at  Bank  . 
Bills  Receivable,  Adams  &  Co. 

Cope  &  Co. 
Coal  on  hand,  1,500  tons  at  155. 
Coke  on  hand,  900  chaldrons  at 
They  owed  the  Gas  Company 

Rainsford  &  Co. 

Smith  &  Co. 


I,  19 14,  Messrs.  Carter   &  Co's   position 


£ 

s. 

d. 

750 

0 

0 

1,100 

0 

0 

215 

0 

0 

360 

0 

0 

1,125 

0 

0 

450 

0 

0 

375 

10 

0 

284 

5 

0 

340 

5 

0 

The  following  were  their  transactions  for  the  month  : 


1914. 

Sept. 


12. 


15- 


Purchased  from  Smith  &  Co.,  gravel,  185  loads  at  7s., 

£64  155. 
Forwarded  to  Smith  &  Co.  (acceptance  payable  in  10 

days),  £64  155. 
Adams'  Bill  paid  at  Bank,  ^215. 

Forwarded  to  Adams  &  Co.,  coals,  360  tons  at  18s.,  ^324. 
Forwarded  to  Gas  Co.,  cheque,  ^150. 
Sold  to  Burchell,  G.,  coals,  240  tons  at  175.  6d.,  £210. 
Sold  to  Burchell,  G.,  coke,  144  chaldrons  at  125.  6d.t 

£90. 
Sold  to  Burchell,  G.,  gravel,  36  loads  at  10s.,  ^18. 
Received  from  Burchell,  G.,  cheque,  and  paid  same 

into  Bank,  £180. 
Sold  to  Adams  &  Co.,  coal,  160  tons  at  185.,  ^144. 
Sold  to  Cope  &  Co.,  coal,  72  tons  at  18s.,  £64  16s. 
Sold  to  Burchell,  G.,  coal,  36  tons  at  185.,  £32  85. 
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1914 

Sept.   17. 


22. 


23. 


30. 


Bank  honour  acceptance,  £64.  1 5s. 

Adams  &  Co.  paid  cash  for  goods — discount,  £3  12s.  6d., 

— ^140  7s.  6d. 
Paid  to  Bank,  ^137  75.  6d. 
Purchased  coal  from  Rainsford  ft  Co.,  820  tons  at  16s., 

^656. 
Purchased  coal  from  Smith  &  Co.,  120  tons  at  17s.  6d., 

Purchased  coke  from  Gas  Co.,  64  chaldrons  at  12s., 

£38  8s.* 
Purchased  gravel  from  Smith  &  Co.,  24  loads  at  6s., 

£7  4s. 
Paid  Rainsford  by  cheque  for  goods — discount,  £16 — 

£640. 
Gave  Smith  &  Co.  acceptance  for  1  month,  ^340,  and 

cash,  £7  45. 
Sold  Cope  &  Co.,  coal,  180  tons  at  19s.,  £171. 
Sold  Cope  &  Co.,  coke,  140  chaldrons  at  12s.  6d.,  £87  10s. 
Sold  Cope  &  Co.,  gravel,  42  loads  at  75.  6d.,  £i$  15s. 
Cash  paid  for  salaries  and  expenses,  £136  155.  lod. 
Cope  &  Co.  settle  their  account  by  paying  cash,  ^330. 


Coal  on  hand  on  September  30,  £1,401  12s.  ;  Coke  on  hand, 
£358  ;   Gravel  on  hand,  £45  17s. 

Post  the  above  transactions  into  the  proper  books  of  account, 
take  out  a  Trial  Balance,  and  prepare  a  Profit  and  Loss  Account 
and  Balance  Sheet  on  September  30. 

Net  Profit,  £383  Is.  8d. 
Final  Capital,  £3,383  Is.  8d. 


51.  Mr.  F.  Connor's  books  disclosed  the  following  Assets  and 
Liabilities  on  June  30, 1914  : 


£ 

s. 

d. 

£     s. 

J. 

Cash  in  Hand 

74 

9 

6 

Cash  at  London  and 

City  Bank 

477 

19 

2 

C.  Porter,  Dr.      . 

35 

9 

4 

H.  Willis,  Dr.       . 

24 

!7 

2 

C.  W.  Harrison,  Dr. 

10 

17 

3 

Stock  on  hand 

500 

6 

0 

J.  Berry      . 

54   17 

2 

P.  White     . 

21    18 

0 

R.  Spencer  . 

14  15 

7 

Hy.  Smithson 

. 

64     9 

6 

Capital 

967  18 

2 

1,123 

18 

5 

1,123   18 

5 
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Open  the  books  by  a  Journal  entry,  enter  up  and  post  the 
following,  after  which  make  out  a  Trial  Balance,  a  Profit  and 
Loss  Account,  and  a  Balance  Sheet,  as  at  July  31,  1914. 


1914 

July 


Paid  cheque  to  J.  Berry  in  settlement  of  his  account, 
£53   105. 
3.     Sold  goods  to  D.  Kemp,  £67  14s. 

Received  cash  from  H.  Willis,  £23   18s.  6d.;  allowed 
discount,  185.  8d. 
5.     Paid   H.    Smithson   cheque,   ^62    17s.    3d.;   discount, 

£1  12s.  3d. 
7.     Sent  C.  Porter  credit  note  for  goods  soiled,  £1  18s.  6d. 

10.  Purchased  from  R.  Spencer  goods,  £43  19s.  "jd. 

11.  Paid  cheque  to  R.  Spencer,  ^14  8s.;  was  allowed  dis- 

count, 7s.  yd. 

13.  Lent  to  C.  Scotson,  cheque,  £2$. 

14.  C.  Porter  paid  on  account,  ^20. 

17.  C.  W.  Harrison  paid  in  settlement,  ^10  105. 

18.  Sold  to  H.  Willis  goods,  £38  19s.  $<*> 

20.  Paid  rent,  £2$. 

21.  C.  Porter  bought  goods,  ^43  175. 

22.  Cash  received  from  D.  Kemp,  ^50. 
Paid  into  London  and  City  Bank,  ^120. 

23.  Received  cash  from  C.  Porter,  £13  10s.  lod. 

27.     Sent  cheque  to  R.    Spencer,  ^41    15s.  jd.  ;    discount, 
£2  4s. 

30.  Sales  for  cash  for  the  month,  £4.7  10s. 

31.  Sundry  trade  expenses  (cash),  £7  16s. 
Wages  paid  for  the  month  (cash),  £2$. 

Stock  of  goods  on  hand,  £413  105. 


Net  Profit,  £11  15s.  5d. 
Final  Capital,  £979  13s. 


7d. 


52.  At  the  end  of  October  1914  my  books  showed  the  following 
balances  : 


£    s.     d. 

Creditor  in  account,  T.  Brian 

219  11     6 

Debtors,  J.  Clark      .... 

88  12     9 

H.  Penn      .... 

•           57  19     5 

Bills  Payable 

293     0     0 

Bills  Receivable          .... 

750     0     0 

Bank 

273     7     3 

Goods       ....... 

1,280     0     0 

All  payments  are  made  by  cheque,  and  all  amounts  received 
are  paid  into  the  Bank  upon  receipt. 
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The  following  are  the  transactions  for  November  1914 : 


1914 
Nov. 


3- 

5- 

9- 
13. 

16. 
17. 


25. 
3i- 


Bought  goods  from  C.  Hicks,  ^117  125. 

Settled  Brian's  account  by  cheque.     He  allowed  me 

£4  us.  6d.  discount,  ^215. 
Sold  goods  to  H.  Penn,  £34  17s.  6d. 
Bill  Receivable  (No.  2)  for  ^150  matured  and  was  paid 

into  my  Bank,  ^150. 
Sold  goods  to  H.  Penn,  £53  85.  6d. 
Accepted  from  H.  Penn  in  full  settlement  for  goods 

purchased    before     the     beginning    of    November, 

^54  135.  $d.  m 

J.  Clark,  having  failed,  paid  a  composition  of  135.  4a. 

in  the  £,  £$9  is.  lod. 
Cash  purchases  during  the  month,  ^50  ;    Cash  sales 

during  the  month,  ^233  1 5s.  ;  Paid  all  trade  expenses 

for  the  month,  ^53  12s.  4d. 


Open  the  books  on  November  1,  1914,  by  means  of  the  proper 
Journal  entries,  and — 

(a)  Journalize  all  the  transactions  in  order  of  date.  The  Cash 
entries  are  not  to  be  summarized ;  Bills  are  to  be  inserted  in  the 
Journal ;  supplementary  books,  such  as  Bill  Books  or  Bought 
and  Sold  Books,  are  not  to  be  opened. 

(b)  Post  the  Ledger  from  the  Journal. 

(c)  Take  out  the  Trial  Balance. 

(d)  Having  struck  the  Trial  Balance,  close  the  books  and  draw 
up  a  Balance  Sheet,  taking  Goods  on  Hand  as  worth  £1,160,  and 
making  the  necessary  Journal  entries  for  Profit  and  Loss. 

Net  Loss,  £47  8s.  9d. 

Balance  of  Capital,  £1,889  19s.  2d. 


53.  On  May  1,  1914,  my  books  showed  the  following  balances : 


£     «< 

d. 

Creditors  in  account,  C.  Deeler    . 

321   10 

6 

H.  Deeler    . 

95     0 

0 

Debtor  in  account,  O.  Johnston    . 

37  15 

6 

Stock  of  sheep      ..... 

.     487   10 

6 

Balance  at  Bank 

.     291.     3 

4 

Stock  of  cattle     ..... 

•      537   10 

0 

Bills  Receivable  ..... 

.     250     0 

0 

All  payments  are  made  by  cheque,  and  all  amounts  received 
are  paid  into  the  Bank  upon  receipt.  The  accounts  for  sheep 
and  cattle  are  to  be  kept  separate. 
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The  following  are  the  transactions  during  the  month  of  May. 

1914 
May     1.     Settled  C.  Deeler's  account  as  follows:    Accepted  his 

Draft  (at  1  month)  for  £1 50,  gave  him  Bill  Receivable 

(No.  3)  for  ^100,  and  my  cheque  for  the  remainder, 

£71  10s.  6d.,  ^321  10s.  6d. 
8.     Bought  cattle  from  H.  Deeler,  £87  55.  6d.  ;  bought  sheep 

from  C.  Deeler,  £$1  ;   also  bought  at  auction,  paying 

by  cheque,  cattle,  £43  7  s.  6d.,  and  sheep,  ^94  175.  3^., 

£138  4s.  9d. 
22.     Sold  to  O.  Johnson,  sheep,  £110  17s.  yd.,  and  cattle, 

£66  ios.,£i77  7s.  7d. 
30.     Cash  sales  during  the  month  :    Sheep,  ^135  10s.,  cattle, 

^127  ios.,  ^263  ;    my  acceptance  to  C.  Deeler  paid 

by  the  Bank,  £1 50  ;  paid  wages  and  expenses  for  the 

month,  £31  17s.  id. 

Open  the  books  on  May  1,  1914,  by  means  of  the  proper 
Journal  entries,  and — 

(a)  Journalize  all  the  transactions  in  order  of  date.  The  Cash 
entries  are  not  to  be  summarized.  Bills  are  to  be  inserted  in 
the  Journal ;  supplementary  books,  such  as  Bill  Books  or  Bought 
and  Sold  Books,  are  not  to  be  opened. 

(b)  Post  the  Ledger  from  the  Journal. 

(c)  Take  out  the  Trial  Balance. 

(d)  Having  struck  the  Trial  Balance,  close  the  books,  and  draw 
up  a  Balance  Sheet,  taking  the  stock  of  cattle  as  worth  £570, 
and  the  stock  of  sheep  as  worth  £310,  and  making  the  necessary 
Journal  entries  for  Profit  and  Loss. 

Net  Loss  £13  Os.  5d. 

Final  Capital,  £1,174  8s.  5d. 


54.  (1)  After  reading  the  statements  below,  open  the  books  by 
the  usual  Journal  entries.  (2)  Write  up  the  Cash,  Bank,  and 
Discount  entries  in  the  Cash  Book.  (3)  Enter  the  remaining 
transactions  in  the  Journal.  (4)  Write  up  from  these  books 
separate  Ledger  Accounts  for  tea,  coffee,  and  the  consignment, 
and  show  gain  or  loss  on  each.  (5)  Ascertain,  by  means  of  a 
Profit  and  Loss  Account,  the  net  gain  or  loss  for  the  period. 

(Note. — All  receipts  are  at  once  paid  into  the  Bank  and  all 
payments  are  made  by  cheque,  unless  otherwise  stated.) 
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Balance  Sheet  of  Mr.  R.  Redhed  at  December  31,  19 13 


Liabilities 

A ssets 

£ 

s. 

d. 

£ 

5. 

d. 

Sundry  Creditors : 

Bank     . 

234 

10 

0 

Black  &  Co.,  Ltd.            200 

0 

0 

Cash      . 

20 

0 

0 

W.  White  &  Co.     .        186 

15 

0 

Bill   Receivable 

Bill  Payable      .          .         105 

5 

0 

(P.  Pink,  due 

Capital  Account         .     2,600 

0 

0 

Jan.  27,  1914) 

100 

0 

0 

B.  Brown  &  Co. 

152 

0 

0 

Tea 

850 

0 

0 

Coffee    . 

735 

10 

0 

Goodwill 

1,000 

0 

0 

3,092     o     o 


3,092     o     o 


The  following 
1914 
Jan.     2 


are  his  transactions  during    January   1914 
Brown  &  Co.,  300  lb.  tea,  ^23  15s.,  240  lb.  coffee, 


3- 


10. 


16. 


20. 
24. 

26. 

27. 

28. 

29. 


30. 


SoldB 

Discounted  P.  Pink's  Bill,  due  January  27,  at  Bank, 

being  charged  5s.  discount,  £99  1 55. 
Bought  of  W.  White  &  Co.,  2,700  lb.  tea  @  is.  2\d. 

per  lb.,  and  gave  them  our  acceptance  at  3  months 

for  same ;  paid  carriage  thereon,  £7. 
Received  from  B.  Brown  &  Co.,  their  acceptance  at 

1  month,  ^100,  together  with  their  cheque  to  settle 

their  account  outstanding  on  December  31,   191 3, 

;649  1  os. 
Sold  to  Gold  &  Co.,  220  lb.  tea,  £19  5s.,  100  lb.  coffee, 

£$  16s.  8d. 
Consigned  to  M.  Vert  &  Cie.,  Paris,  4,000  lb.  tea,  value 

^233  6s.  Sd. ;    expenses  thereon  due  to  S.E.  Railway 

Co.,  £11  10s. 
My  acceptance  due  this  day  met  at  Bank,  ^105  5s. 
Bought  of  W.  White  &  Co.,  2,000  lb.  tea  @  is.  2d. 

per  lb. 
Bought  of  Black  &  Co.,  Ltd.,  3,000  lb.  coffee  @  is.  3d. 

per  lb. 
Bill  Receivable  (P.  Pink)  dishonoured,  noting  charges, 

&c,  paid  from  Bank,  10s.  6d. 
Paid  W.  White  &  Co.,  to  settle  their  account  due  1st 

inst,  £174. 
Received  from  M.  Vert  &  Cie.,  Paris,  Sight  Draft  (being 

proceeds  of  sale  of  one  half  of  the  tea  consigned  to 

them,  less  their  commission,  ^17),  ^150. 
Paid  salaries,  £20. 
Paid  wages  by  cash,  £$. 
Paid  sundry  charges  by  cash,  £3  10s. 
Rent  of  shop  due  to  Mr.  Yellow  (landlord)  for  month, 

£8  6s.  Sd. 
Drew  for  self,  £$. 
Values  of  stock  on  hand  :  Tea,  ^920  ;  Coffee,  ^880. 
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(Note. — Salaries,  Wages,  Sundry  Charges,  and  Carriage  may  be 
posted  to  one  Ledger  Account — '  Trade  Expenses.') 
Profit  on  Tea,  £66  10s.  Wd. 
Loss  on  Coffee,  £24  3s.  4d. 
Profit  on  consignment,  £27  lis.  8d. 
Net  Profit,  £36  2s.  6d. 


55.  Write  up  in  the  Cash  Book,  Sales  and  Purchase  Day  Books, 
and  Ledger,  the  following  transactions  of  John  Wilson.  Prepare 
Trial  Balance,  Profit  and  Loss  Account,  and  Balance  Sheet, 
March  31,  1914.     Use  Journal  for  closing  entries  only. 


1914 
Jan. 


1.  Cash  in  hand 

3.  Bought  goods  of  M.  Noble  &  Co. 

8.  Sold  goods  to  S.  James  . 

19.  Bought  goods  of  M.  Noble  &  Co. 

28.  Paid  trade  expenses 

Paid  wages    .... 

31.  Sold  goods  to  S.  James  . 

Feb.     5.  Sold  goods  for  cash 

12.  Bought  goods  from  M.  D.  Knox 

14.  Paid  rent       . 

24.  Sold  goods  to  B.  Marshall  &  Sons 

28.  Sold  goods  to  S.  James    . 

Mar.     5.  Received  cash  from  S.  James  . 

8.  Bought  goods  from  M.  D.  Knox 

9.  Paid  cash  to  M.  D.  Knox 
12.  Bought  goods  for  cash    . 
14.  Bought  goods  from  M.  Noble  &  Co 
19.  Paid  wages    .... 
24.  Paid  trade  expenses 
31.  Stock  on  hand        .  . 

Net  Loss,  £87  10s.  2d. 

Final  Deficit  of  Capital,  £70  15s.  2d. 


16  15  0 

35  0  0 
7  16  8 

4  13  4 
1  11  0 

700 
19  2  0 

276 
12  16  4 

5  10  0 

9  19  0 
2  12  10 

29  11  6 

9  15  4 
22  11  8 

1  13  10 

52  12  4 
700 
1  16  0 

10  0  0 

56.  On  February  2,  1914,  Henry  Wood  commenced  business 
with  the  following  Assets  : 


Cash  in  Hand 
Cash  at  Bank      . 
Stock-in-Trade     . 
William  Jones  owes  him 
James  Slater  owes  him 


i 

f, 

d. 

50 

I 

6 

864 

7 

0 

560 

0 

0 

162 

1 

3 

124 

2 

6 
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His  Liabilities  are  : 

i  *.  d. 

John  Jackson      .......     400  2     9 

A.Wilson    .          .          .          .          .          .          -      :    .      103  15     o 

Webster  &  Co.     .          .          .          .          .          .          .      156  15     o 

The  transactions  for  the  month  of  February  were  as  follows  : 

1914 
Feb.     2.     Sold  goods  to  Wm.  Jones,  £%o  105. 

Gave  Bill  to  A.  Wilson  at  3  months  in  settlement  of  his 
account,  ^10 1. 

3.  Paid  John  Jackson  on  account  (by  cheque),  £100. 

4.  Drew  from  Bank  for  petty  cash,  £10. 

5.  Cash  sales,  £125. 

6.  Paid  into  Bank,  ^150. 

9.     Bought  of  Webster  &  Co.,  goods,  £250. 

1 1 .  Received  from  William  Jones,  Bill  at  4  months,  in  full 

settlement  of  his  account,  £235. 

12.  Bought  office  furniture  and  fittings  (by  cheque),  ^50. 

1 3 .  Henry  Wood  withdraws  from  Bank  for  private  purposes, 

^180.    Paid  out  of  petty  cash,  stamps  and  sundry 
expenses,  £3. 

1 4.  Sold  goods  to  J  as.  Slater,  £200. 

17.     Jas.  Slater  returns  goods  as  being  inferior  to  sample, 

£20. 
19.     Paid  Webster  &  Co.  by  cheque,  ^300,  and  received  dis- 
count, £7  ios.,  £307  ios. 
23.     Paid  John  Jackson  on  account  by  cheque,  £100,  and 

received  discount,  £5,  ^105. 
28.     Received  rent  from  sub- tenant,  £6. 

Drew  cheque  for  wages,  £60,  and  paid  £57. 
Rent  due  to  landlord,  £36. 
Credit  Capital  with  interest,  £6  ios. 
Depreciate  office  furniture,  £4. 

Enter  the  above  items  in  the  proper  books,  post  to  Ledger, 
and  take  out  Trial  Balance. 

From  the  foregoing,  close  the  accounts,  bring  down  the  balances, 
make  out  Profit  and  Loss  Account  and  Balance  Sheet.  On 
February  28  the  Stock  amounted  to  £484  ios. 

Net  Loss,  £32  16s.  3d. 

Final  Balance  of  Capital,  £893  13s.  9d. 


57.  On   December   1,  1914,  the   balances  in   Joseph   Penn's 
books  stood  as  follows  : 


£     s. 

d. 

.   '   .    20  I 

3 

123  4 

517  8 

82  3 

2 
0 

0 

35  0 
26  10 

0 
7 

5  9 
408  10 

0 

0 

302  3 

0 
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Cash  in  Hand  ..... 
Cash  at  Bank  ..... 
Stock-in-Trade  ..... 
Fixtures  and  Fittings  .... 
There  is  owing  to  him  by  L.  Max 

„    Williams  &  Son 

„    Kay  &  Co. 
He  owes  to  H.  Simpson 
„   H.  Taylor 

His  transactions  for  the  month  were  as  follows  : 

1914 
Dec.      1.     Borrowed  from  W.  Sykes  on  loan,  ^100. 

2.     Bought  goods  (from  H.  Simpson,  for  cash  £23  12s.  8d., 
and  for  credit  ^55  6s.  2d.),  £78  18s.  lod. 

4.  Paid  into  Bank,  £90. 

5 .  Received  Bill  t  of  Exchange  at  6  months  in   payment 

of  L.  Max's*  account,  ^35. 

7.  Sold  to  Williams  &  Son,  goods,  ^87  10s. 
Sold  good  for  cash,  ^12. 

8.  Paid  H.  Simpson  on  account  (by  cheque  ^200,  and 

received  discount  £10),  ^210. 

9.  Received  from  Williams  &  Son  (cheque  on  account, 

which  was  paid  into  Bank  same  day,  ^50  and  allowed 
them  discount  £2  10s.),  £$2  10s. 

10.  Received  credit  note  from  H.  Taylor  for  goods  returned, 

£38  2S.  Sd. 

1 1.  Sold  goods  to  H.  Taylor,  ^100  is.  6d. 

12.  Drew  cheque  for  petty  cash,  ^10. 

14.  Bought  stamps  out  of  petty  cash,  £3  10s. 

15.  Bought  of  William  Smith,  goods,  £93  is.  6d. 

18.     Repaid  W.  Sykes  by  cheque,  being  ^50   part    repay- 
ment of  loan,  and  £1  interest  to  December  31,  £51. 

2 1 .  Received  from  Kay  &  Co. ,  in  settlement  of  their  account, 

£5  2S. 

22.  Received  notice  from  Official  Receiver  that  L.  Max 

has  been  made  bankrupt  and  has  no  assets. 

23.  Paid  salaries  out  of  cash,  £S. 

28.     Paid  carriage  out  of  petty  cash,  18s.  6d. 
31.     Railway  accounts  due  but  not  paid,  ^5  8s. 

John  Mason  withdraws  for  private  purposes,  ^15. 
Credit  Capital  with  interest,  £2. 
Depreciate  fixtures  and  fittings,  £2  3s. 

Enter  the  above  items  in  the  proper  books,  post  to  Ledger, 

and  take  out  Trial  Balance. 

From  the  foregoing,  close  the  accounts,  bringdown  the  balances, 

make  out  Profit  and  Loss  Account  and  Balance  Sheet.    On 

December  31,  1914,  the  Stock  amounted  to  £480  2s.  lod. 

Net  Loss,  £22  Is.  lOd. 

Final  Balance  of  Capital,  £64  12s.  2d. 
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58.  On  January  1,  1914,  the  state  of  Francis  Fair's  business 
was  as  follows  : 


Cash  in  Hand 

Goods  on 

Hand    . 

Debtors  : 

B. 

Best 

D. 

Dean 

K. 

Kew 

Creditors 

:L. 

Lord 

Y. 

Young 

£ 

s. 

d. 

365 

0 

0 

420 

0 

0 

115 

0 

0 

80 

0 

0 

315 

0 

0 

205 

0 

0 

90 

0 

0 

You  are  requested  to  find  and  credit  his  Capital.  Then  enter 
the  transactions  given  below  in  suitable  books,  post  them  to  the 
Ledger,  draw  out  a  Trial  Balance,  balance  the  accounts  and 
make  out  a  Profit  and  Loss  Account  and  Balance  Sheet. 


1914 


Jan. 


1. 

2. 

5- 
6. 

7- 

8. 
9. 

12. 

13. 

14. 

15. 
16. 

*7- 
19- 

20. 
21. 

22. 

23. 
24. 

26. 

27. 


Paid  rent,  £25. 

Received  of  K.  Kew,  ^197  10s.  (discount  in  addition, 

£2  10s.),  £200. 
Paid  water  rate,  £$  55. 
Sales  to  K.  Kew,  £120  15s.  6d. 
Received  cash  for  a  Bad  Debt  written  off  last  year, 

^24  12s.  Sd. 
Bought  goods  of  L.  Lord,  £6$  105.  6d. 
Received  cash  of  B.  Best,  ^102  125.  6d. 
Wrote  off  the  balance  of  his  debt  as  bad,  £12  75.  6d. 
Cash  sales,  £90  35.  $d. 
Cash  purchases,  ^70  13s.  $d. 
Received  cash  of  K.  Kew,  ^113  125.  6d.  (discount  in 

addition,  £1  js.  6d.),  £115. 
Paid   L.    Lord   cash,   ^146    5s.    (discount  in   addition 

£3  155.).  ^150. 
K.  Kew  bought  goods,  £32  8s.  $d. 
Paid  wages,  £8  155/ 
Y.  Young  purchased  goods,  ^35  75.  6d. 
D.  Dean  paid  me,  £78  85.  (discount  in  addition,  £1  125.), 

^80. 
Purchases  from  N.  Nash,  £136  105. 
Paid   Y.    Young    cash,    ^53     (discount    in    addition, 

£1  125.  6d.),  £54  125.  6d. 
Sales  to  D.  Dean,  £  1 20  1 35.  /\d. 
Paid  wages,  £S  155. 
Paid  L.  Lord  cash,  ^53  12s.  6d.  (discount  in  addition, 

£1  7s.6d.),£ss. 
D.  Dean  bought  goods,  £24  165.  Sd. 
Paid  to  N.  Nash  cash,  ^35  (discount  in  addition,  £1  105.), 

£$6    105. 
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1914 

Jan.  28. 
29. 
30. 


Y.  Young  sold  me  goods,  £85  10s.  gd. 
Drew  cash  for  self,  ^25. 
Paid  salaries,  ^35. 

Interest  on  Capital,  £4  35.  $d. 

Stock  on  hand,  ^495. 

Net  Profit,  £44  9s.  9d. 

Final  Balance  of  Capital,  £1,048  5s. 


59.  On   1st   January,   1914,  the  state  of  George   German's 

business  was  as  follows  :    Cash,  £420  ;    Goods,  £510.     Debtors  : 

A.  Ayres,  £120  ;    B.  Baird,  £y$  ;    C.  Cass,  £250.     Creditors  : 

D.  Dan,  £145  ;   E.   Euston,  £55.       Find  and  credit  Capital. 

Enter  the  transactions  in  suitable  books,  post,  draw  out  Trial 

Balance,  balance  and  make  out  Profit  and  Loss  Account,  and 

Balance  Sheet. 

1914 
Jan. 


i 

s. 

d. 

I. 

Received  cash  of  A.  Ayres 

104 

12 

6 

Wrote  off  his  balance  as  Bad  Debt    . 

15 

7 

6 

2. 

Received  cash  of  C.  Cass 

T47 

l7 

6 

Allowed  him  discount     .... 

2 

2 

6 

3- 

Paid  for  stationery          . 

2 

13 

4 

Cash  sales      ...... 

95 

4 

6 

5. 

Cash  purchases       ..... 

85 

3 

4 

6. 

Sold  goods  to  C.  Cass      .... 

MS 

10 

4 

8. 

Paid  wages    ...... 

7 

15 

6 

10. 

Purchased  goods  of  D.  Dan    . 

75 

10 

8 

Received  cash  for  a  Bad  Debt  written  off  . 

25 

5 

0 

12. 

Paid  for  painting  premises 

10 

3 

6 

13. 

Drew  cash  for  self  ..... 

15 

0 

0 

14. 

Charge  B.  Baird  interest  on  his  overdue 

account      ...... 

1 

1 

6 

IS. 

C.  Cass  paid  me  cash      .... 

98 

13 

4 

Allowed  discount              .... 

6 

8 

l?\ 

Cash  paid  to  D.  Dan,  ^107  125.  gd. ;  dis- 

count         .          .          .          .          .          . 

2 

7 

3 

Sales  to  C.  Cass 

47 

15 

2 

19. 

E.  Euston  bought  goods 

32 

10 

9 

20. 

Received  cash  of  B.  Baird 

76 

1 

6 

21. 

F.  France  sold  me  goods  .... 

160 

7 

6 

22. 

Paid  E.  Euston  cash,  £20  105. ;   discount 

in  addition          ..... 

1 

19 

3 

Paid  wages    ...... 

7 

15 

6 

24. 

Sales  to  B.  Baird 

Paid  D.  Dan  cash,  ^33  18s.  6d. ;  discount 

no 

10 

8 

"in  addition          ..... 

1 

I 

6 

26. 

Bought  goods  of  E,  Euston     . 

130 

l$ 

6 

he  allowed 

34     9 

d. 
4 

I     IO 

32  17 

5     0 

482  13 

0 
6 

0 

9 
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1914 

Jan.  27.     B.  Baird  purchased  goods 

28.  Paid  F.  France  cash,  ^58  105. 

discount 

29.  Paid  salaries 
31.     Interest  on  Capital 

Goods  on  Hand 

Opening  Capital,  £1,175. 
Net  Loss,  £65. 

60.  A.  Land's  books  on  the  1st  January,  1914,  contained  the 

following  balances  : 

Debtors  :   B.  Grass  ^180  35.,  C.  Tree  £160,  D.  Fence  ^309  175. 

Creditors  :    E.  Green  £200  10s,  F.  Leaf,  ^105  15s. 

Bills  Payable  :  due  15th  January  £131  5s.,  due  15th  Feb.  ^131  $s. 

Bill  Receivable  :   due  5th  January  £180. 

Stock,  £1,262.     Petty  Cash,  £10.     Cash  at  Bank,  £321  15s. 

Furniture  and  Fittings,  £45. 

Find  Land's  Capital  on  1st  January. 

Open  the  Ledger  of  A.  Land  with  the  above,  and  enter  the 
following  transactions  in  the  proper  subsidiary  books  ;  post  to 
the  Ledger,  make  Trial  Balance,  and  prepare  Trading,  Profit 
and    Loss   Accounts,    and   Balance   Sheet.    Stock   31st   Jan., 


£i,5oo. 


1914 

Jan.     3.     Sold  to  D.  Fence  15  cwt.  coffee  @  1005.  per  cwt.,  100 
chests  tea,  2,000  lbs.  @  is.  io$d.  per  lb. 
Handed  to  Bank  for  collection,  Bill  Receivable,  £180, 
due  5th  January. 
5.     Bill  Receivable  duly  collected  and  credited  to  account. 
8.     Drew  cheque  for  petty  cash,  ^30. 

10.     Paid  E.  Green  and  F.  Leaf  respectively  cheques  in 
settlement  of  their  accounts  after  deducting  from 
each  discount  at  the  rate  of  5%. 
12.     Received  of  B.  Grass,  cheque  £171  25.  6d.  to  settle  his 
account. 

14.  Received  of  C.  Tree  cheque  for  amount  of  his  account, 

less  2^%  discount. 

15.  Drew  cheque  for  petty  cash,  £30. 

Bill  payable  due  this  day,  met  at  Bank,  £131  $s. 
17.     Bought  of  E.  Green,  120  cwts.  coffee  @  65s. 

Handed   to   Green  acceptance   at   3    months   net  for 
amount. 
19.     Sold  to  C.  Tree,  80  cwts.  coffee  @  92s.  6d.,  320  chests 

tea,  6,400  lbs.  @  15.  \o\d. 
22.     Drew  cheque  for  petty  cash,  ^30. 
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1914 

Jan.  24.     D.  Fence  paid  by  cheque,  £300  on  account. 

Bought  of  F.  Leaf,  1,000  chests  tea,  20,200  lbs.  @  15. 

26.  Paid  F.  Leaf  by  cheque,  ^200,  and  handed  him  two 

acceptances  for  the  balance  of  his  account  in  equal 
moieties  at  2  months  and  3  months  respectively. 

27.  Drew  on  D.  Fence  at  2  months  for  the  balance  of  his 

account. 
29.     Drew  cheque  for  petty  cash,  ^30. 

Received  of  Fence  his  acceptance  of  Draft  sent  on  27th. 
31.     Sold  to  B.  Grass,  100  cwts.  coffee  @  91s.  6d.,  200  chests 

tea,  2,100  lbs.  @  15.  $d. 

C.  Tree  returned  (not  up  to  sample)  100  chests  of  tea,  part 
of  his  purchase  on  19th  January.     Sent  him  Credit  Note. 
Payments  from  Petty  Cash  during  the  month  were  : 
Personal  drawings,  £60  ;  Salaries,  £40  ;  Carriage  and  Postage, 
£10  ;    Petty  expenses,  £12. 

Opening  Capital,  £1,900. 
Gross  Profit,  £515  10s. 
Net  Profit,  £455  15s.  9d. 

61.  On  March  2,  1914,  the  affairs  of  Sidney  Sycamore,  Con- 
tractor, stood  as  follows  : 

Assets :  Cash  in  Office,  £160  ;  Cash  at  Bank,  £1,500 ;  Bills 
Receivable,  No.  20  £250,  No.  21  £300  ;  John  Ash,  £230  12s.  6d. ; 
William  Beech,  £145  ys.  6d. ;  Contract  1,  Expenditure  to  date, 
£2,100  ;  Contract  2,  Expenditure  to  date,  £1,800  ;  Freehold 
Premises,  £10,000  ;  Plant  and  Machinery,  £5,200  ;  Stock  of 
Materials,  £1,850. 

Liabilities :  Bills  Payable,  No.  25  £290,  No.  26  £175 ; 
Henry  Lime,  £322  10s.  6d. ;  Thomas  Oak,  £148  9s.  6d. ;  Con- 
tract 1,  Instalments  received,  £1,800  ;  Contract  2,  ditto,  £1,200. 

His  transactions  for  the  month  are  given  below.  Enter  them 

in  the  proper  books,  post  them  to  the  Ledger  and  make  out  a 

Trial  Balance,  Profit  and  Loss  Account,  and  Balance  Sheet. 

All  payments,  unless  otherwise  stated,  are  made  by  cheque  ; 

all  receipts  are  paid  into  the  Bank  the  same  day. 

i9H  i  s.  d. 
Mar.     2.     Received    cheque    for    Bill    Receivable 

No.  20,  allowing  rebate     .          .    •      .  2  17  6 
Signed  Contract   3,   to  build  Westland 

Bridge  for         .....  4,000  o  o 

Bought  granite  of  Henry  Lime       .          .  315  5  6 


1914 
Mar.     3. 


10. 
11. 


16. 


18. 

20. 
21. 


2.3- 

24. 


25. 
27. 
28. 

30. 
31. 
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Materials  supplied  to  Contract   1   . 

2  . 
„  3  • 

Paid  Henry  Lime  cheque     . 
And  our  acceptance  at  1  month     . 
Received  cheque  from  John  Ash    . 
Discount  in  addition    . 
Bought  bricks  of  Thos.  Oak  for  2  months 

Bill 

Contract  1 .     Instalment  received  . 

2. 
Materials  in  yard  destroyed  by  fire  this 

day.     Claimed  upon  Insurance  Co.  for 
Received  Wm.  Beech's  acceptance 
Paid  Thos.  Oak  cheque 
Discount  in  addition    . 
Contract  1.     Paid  wages 


Bought  cement  of  Henry  Lime 
Bought  a  steam  crane  from  Vulcan  &  Co 

for  2  months  Bill 
Sent  Office  cash  to  Bank 
Materials  supplied  to  Contract  1    . 
>■  »»         »f  f»       2    . 

»>  !»  I»  »»  3      • 

Retired  Bill  Payable  No.  25,  with  cheque 
for 

Sales  to  John  Ash 

Discounted  Bill  Receivable  No.  21  with 
the  Bank  for    . 

Paid  for  small  repairs,  office  cash    . 

Sidney  Sycamore's  Drawings 

Contract  1.     Paid  Wages 

2.         „  . 

3-         .»  • 

Received  cheque  from  Insurance  Co 

full  settlement  of  claim 
Contract   1   completed,  final  instalment 

received  ..... 
Contract    2    completed,    instalment    re 

ceived      ..... 

A  balance  of  £350  is  held  back  as  re 
tention  money  on  this  Contract. 
Paid  for  stationery — office  cash 
Paid  salaries        .... 
Bank  allowed  us  Interest 
Interest  on  Capital 
Depreciation  of  Premises 

,,  ,,  Plant  and  Machinery 

Stock  of  Materials  on  hand  . 
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i    s. 

275  10 
150  15 

75     o 

122  10 

200     o 

227  10 

3     2 


30  o 

145  7 

146  o 
2  9 

no  14 

140  7 

48  3 

260  7 


297  10 
4  12 
40  o 
150  10 
100  8 
125   10 


3  10 

180  2 

6  3 

81  13 

20  o 

45  o 

1,458  o 


275  6  8 
500  o  o 
250     o     o 


520   10  o 

IOO      o  o 

215     8  2 

160     5  o 

255   12  6 

288   15  o 

130   15  6 


25     o     o 

1 ,000    o     o 

950     o     o 


Net  Profit,  £557  17s. 
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62.  Below  are  given  the  transactions  of  John  Draper  for  the 
month  of  March  1914.  Enter  them  in  the  proper  books,  post 
them  to  the  Ledger,  and  make  out  a  Trial  Balance,  Profit  and 
Loss  Account,  and  Balance  Sheet. 

All  payments  unless  otherwise  stated  are  made  by  cheque  ; 
all  receipts  are  paid  into  the  Bank  the  same  day. 


1914 
Mar. 


John  Draper  commenced  business  this 
day  by  paying  into  the  Bank     . 

He  purchased  and  paid  for  Freehold 
Premises  ..... 

Also  purchased  and  paid  for  a  stock  of 
goods       ...... 

Next  he  drew  a  cheque  for  office  cash 

3.  Paid  for  stationery — office  cash     . 
Consigned  to  M.  May  of  Genoa,  to  be 

sold  on  my  account  and  risk,  goods 

valued  at  ...  . 

Paid   freight   and   insurance    on    above 

goods       ..... 

4.  Drew  upon  M.  May  by  way  of  advance 

upon  the  above  consignment  for 
Sold  the  above  Bill  to  the  Bank  for 

5.  Paid  for  water — office  cash    . 
Sold  S.  Saul  goods 

6.  N.  Nathan  purchased  goods  . 
W.  Wren  sold  us  goods 
Received  of  S.  Saul  his  draft  upon  T 

Tait,  due  23rd  inst.  . 

7.  Gave   W.   Wren   our   acceptance   at   : 

months    ..... 
Also   cheque   in   full   settlement   of  his 

account   ..... 
Received  a  consignment  of  goods  from 

Q.  Quick  of  Boston,  invoiced  at  . 
Paid  charges  on  these  goods  . 
9.     Paid  wages  .... 

Accepted  Q.  Quick's  Draft  upon  us  for 
Received  S.  Saul's  cheque  in  full  settle 

ment  of  amount  due  from  him    . 

1 1 .  Paid  Advertising  Account — office  cash 
Purchases  from  W.  Wren 

12.  Received  N.  Nathan's  acceptance  . 
Bought  goods  from  R.  Roe    . 

13.  Sales  to  P.  Pryor 

Received  P.  Pryor' s  acceptance  at  2 
months    ...... 

And  cheque  in  full  settlement  of  his 
account  ...... 


£       *•    *. 

10,000     o     o 

6,000     o     o 


2,000     o     o 
IOO     o     o 

368 


400     o     o 
18  10     6 


200  o 
198  6 
4  3 
425  7 
275  10 
325   10 


350     o     o 
185     o     o 


135     o 

800     o 

15     5 

18  12 

400     o 

70  o 
3  10 
270  15 
275  10 
255  6 
365     8 

250     o 
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1914 

Mar.    14. 


16. 


18. 


T9- 


*$. 


25. 
26. 


27. 


28. 


3°- 


31. 


Sold  goods  to  N.  Nathan        .  . 

He  paid  for  these  goods  with  a  customer's 
cheque  for  £124  95.  6d.,  and  received 
the  excess  from  office  cash. 
Returned  goods  to  R.  Roe     . 
Claimed  upon  R.  Roe  for  damaged  goods 
The  -cheque  received  from  N.  Nathan  on 
the    14th    was    returned    to-day   dis- 
honoured. 
John  Draper's  drawings 
Allowed  P.  Pryor  for  short  delivery 
Sold  Q.  Quick's  consignment  of  goods  for 
Our  commission  on  above 
Drew  cheque  for  goods  . 
Paid  our  traveller,  John  Brown,  commis 
sion  ..... 

Sales  to  P.  Pryor  .... 

Discounted  P.  Pryor's  acceptance  of  13th 

inst.  with  the  Bank  for 
R.  Roe  allowed  the  claim  of  14th  inst, 
for.  ....  . 

Received  cheque  from  V.  Vince  for  com 

mission    . 
Paid  wages  . 

T.  Tait's  acceptance  for 
from  S.  Saul  returned 
honoured. 
Bank  charges  on  same  .  . 

S.  Saul  bought  goods    .... 

Received  Account  Sales   from  M.   May 
showing  that  one-half  the  goods  con- 
signed to  him  realised 
And  that  his  charges  amounted  to 
Received  cheque  from  S.  Saul  for  goods 
purchased  by  him  on  25th  inst.,  less 
£5  8s.  4d.  discount  deducted  by  him, 
which  was  disallowed. 
Paid  for  additional  premises 
Bought  goods  of  V.  Vince    . 
Gave  him  our  acceptance  at  one  month 

for  half  the  cost. 
Retired  our  acceptance  to  W.  Wren  under 
Rebate  for        .... 

Drew  cheques  for  salaries 

Paid  for  repairs  to  roof — office  cash 

Interest  on  Capital 

Goods  on  consignment  unsold 

Goods  on  Hand  .... 


^350  received 
by  Bank  dis- 


i      «.  d. 
20  o  o 


42  10  o 

5  17.   9 


25  o  o 

10  10  o 

1 ,000  o  o 

25  o  o 

360  10  o 

20  15  o 

220  6  8 


247  18 

5  17 

20  10 

18  12 


12  6 
235  18  4 


300  o  o 
16  4  6 


260 

0 

0 

450 

h 

0 

0 

;r 
.    183 

2 

6 

35 

0 

0 

10 

15 

0 

41 

13 

4 

200 

0 

0 

.  1,767 

16 

3 

Gross  Profit,  £186  2s.  8d. 
Net  Prop,  £133  6s.  8d, 
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63.  William  Bennett,  Wholesale  and  Retail  Hosier  and  Hatter, 
had  on  31st  December,  1913,  the  following  Ledger  balances  : 


A ssets 

£ 
1. 127 

Liabilities 

i 

Stock            .... 

Bills  Payable  due  19 14  : 

Furniture  and  Fittings 

164 

S.  Dove  (due  7th  Jan.) 

.    211 

Plant  and  Machinery- 

83 

Robinson  &  Co.  (due 

17th 

Cash  at  Bank,  ^221  ;  in  Hand 

30 

Jan.)     .          . 

.     49 

Bills  Receivable  due     191 4  : 

Sundry  creditors  : 

Roberts* Co.  (due 6th  Jan.) 

37 

Robinson  &  Co. . 

•     34 

W.Lee  (due  14th  Feb.)      .. 

79 

A.  Green  &  Co.,  Ltd. 

•     93 

Sundry  Debtors  : 

S.  Dove    . 

.    117 

H.  Sheppard  &  Sons 

92 

Brown  Bros.,  Ltd. 

.    122 

A.  White  &  Co.,  Ltd. 

42 

Elliott  &  Co.      . 

•     47' 

Roberts*  Co.    . 

17 

W.  Lea               ... 

8 

He  agreed  to  take  his  Manager,  H.  Burns,  into  partnership 
as  from  1st  January,  1914,  on  condition  that  he  brought  in  £500 
Cash,  and  paid  Bennett  £250  for  a  third  share  of  the  profits. 
Burns  paid  these  two  amounts  on  2nd  January.  Open  the  Ledger 
Accounts  of  the  new  firm,  and  post,  through  the  proper  subsidiary 
books,  the  following  transactions  ;  balance  the  accounts  as  on 
the  10th  January,  bring  down  the  balances,  and  extract  a  Trial 
Balance.  All  Purchases  and  Sales  were  on  credit,  unless  the 
contrary  is  stated  ;  and  all  moneys  received  were  at  once  paid 
into  the  Bank. 

1914 
Jan.  2.     Sold  to  W.  Lea,  1  gross  of  Tweed  caps  at  18s.  6d.  per 
doz. 
Bought,  for  cash,  job  line  of  felt  goods  for  ^5. 
3.     A.  White  &  Co.,  Ltd.,  paid  their  account,  less  2^% 
discount. 
H.  Sheppard  &  Sons  gave  a  Bill  for  £50  at  3  months. 
Bought  of  Robinson  &  Co.,  3  doz.  Oxford  shirts  at 
285.  nd.  per  doz.,  and  2  doz.  heather  mixture  half- 
hose  at  8s.  6d.  per  doz. 
5.     Bought  of  A.  Green  &  Co.,  Ltd.,  6  doz.  linen  hand- 
kerchiefs— 3  doz.  ladies'  at  ys.  gd.  per  doz.,  and  3  doz. 
gents'  at  8s.  3d.  per  doz. 

5.  Paid  by  cheque,  S.  Dove,  £50  on  account. 
Cash  sales,  £37. 

6.  Renewed  Roberts's  Bill,  which  was  due,  but  was  not 

met. 
Sold  A.  White  &  Co.,  Ltd.,  9  felt  hats  at  37s.  per  doz. 
and  3  only,  silks,  at  ys.  gd.,  10s,  6d.,  and  12s.  $d. 
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1914 

Jan.     7.     S.  Dove's  Bill  due  and  met. 

W.  Lea  paid  his  account  as  on  31st  Dec.,  1913,  less  2\%. 
Roberts  &  Co.  paid  their  account,  less  an  allowance 

of  £3  for  imperfect  goods. 
Paid,  by  cash,  wages  £15  and  carriage  £2. 
Cash  sales,  ^49. 
9.     Paid  Elliott  &  Co.  £2$  on  account,  and  bought  from 

them  2  doz.  saddlers'  braces  at  15s.  6d.  per  doz. 
A.  Green  &  Co.  '  drew  on  us  '  at  3  months  for  ^90. 
Bought  of  S.  Dove  10  doz.  Burlington  collars  at  6s.  3d. 

per  doz. 
10.     Sold  H.  Sheppard  &  Sons  3  doz.  Tweed  hats  at  21s. 

per  doz.,  6  doz.  boys'  caps  at  7s.  gd.  per  doz. 
Sold  W.  Lea  i£  doz.  felt  hats  at  425.  per  doz. 
Cash  sales,  ^31. 

Cash  Balance,  £8. 
Bank  Balance,  £614  15s. 
Purchases,  £17  5s.  3d. 
Sales,  £139  12s.  9d. 

64.  On  June  30,  1914,  after  the  first  twelve  months1  trading, 
W.  Boyce  obtained  from  his  books,  &c, the  following  information  : 
He  had  Stock  in  Hand  on  June  30, 1914,  £2,000.  His  Purchases 
and  Wages  had  amounted  to  £15,000,  and  his  Sales  to  £16,500. 
He  had  paid  or  brought  into  account  rent,  rates,  and  taxes, 
£753  ;  salaries,  £400  ;  travelling  expenses,  £300  j  travellers' 
commission,  £360  ;  trade  expenses,  £482  ;  carriage  outwards, 
£150.  Discounts  allowed  by  him  were,  £250  ;  discounts  re- 
ceived by  him,  £225.  After  allowing  £15  for  depreciation,  the 
Furniture,  &c,  was  valued  at  £285.  Private  drawings  amounted 
to  £700,  Book  Debts  due  to  him,  £4,000  ;  Creditors  (including 
Bills  Payable),  £2,500 ;  Cash  at  Bank  and  in  Hand,  £715.  Prepare 
the  Trial  Balance  (bringing  into  account  W.  Boyce's  Capital  at 
commencement,  which  is  the  sum  required  to  complete  the  Trial 
Balance).  Also  prepare  Trading  and  Profit  and  Loss  Accounts 
and  a  Balance  Sheet  as  on  June  30,  1914. 

Opening  Capital,  £4,185. 

Gross  Profit,  £3,500. 

Net  Profit,  £1,015. 

Final  Balance  of  Capital,  £4,500. 
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65.  On  1st  July,  1914,  George  Field,  who  commenced  business 
as  a  Merchant,  borrowed,  free  of  Interest,  from  B.  Tree  £750, 
which  he  paid  into  the  London  Banking  Co.,  from  whom  he 
received  a  cheque  book  containing  sixty  cheques.  Pass  the 
entries  through  the  books,  take  out  a  Trial  Balance,  prepare 
Trading,  Profit  and  Loss  Accounts,  and  Balance  Sheet. 

1914 
July     2.     Drew  from  Bank  for  petty  cash 

Purchased  from  A.  Smith,  goods    . 
4.     Sold  to  B.  Tree,  goods  .... 
8.     Purchased  from  A.  Smith,  goods    . 

A.  Smith  drew  on  G.  Field  at  3  months  for 

10.  Sold  to  B.  Tree,  goods  .... 

1 1 .  Drew  from  Bank  for  petty  cash     . 

13.  B.  Tree  paid  by  cheque 

14.  Consigned  goods  to  G.  Tom,  Paris,  on 

own  account    .  .  .  . 

18.     Purchased  from  A.  Smith,  goods    . 
Drew  from  Bank  for  petty  cash     . 
2 1 .     Sold  goods  for  cash,  paid  same  into  Bank 

23.  Sold  goods  to  B.  Tree  for  3  months  Bill. 

24.  Repaid  by  cheque  the  debit  of  an  account 

in  George  Field's  name  with  the  City 
Banking  Co.    ..... 

Returned  to  A.  Smith  soiled  goods  in- 
voiced at  .  ... 
2  5 .     Drew  from  Bank  for  petty  cash     . 

Paid  A.  Smith  by  cheque  •'. 
27.     Discounted  with  the  London   Banking 
Co.,  Bill  Receivable    ^450,   and  was 
charged  for  discount  .  .  .  5   10     o 

3 1 .  Received  from  G.  Tom,  Account  Sales  of 
consignment,  together  with  Draft  on 
Abel  &  Co.  for  net  proceeds,  which 
was  paid  into  Bank .  .  .  .         825     o     o 

Paid  A.  Smith  by  cheque      .  .  .         750     o     o 

Received  from  B.  Tree  invoice  for  agreed 
price  of  office  furniture  and  fixtures, 
which  sum  was  placed  to  the  credit  of 
B.  Tree's  account     .  .  .  .  75     o    o 

Sold  B.  Tree  goods        .  .  .  .         525     o     o 


Summary  of  Petty  Cash  payments  for  month 

Salaries,  ^20. 

Trade  Expenses,  £21  105. 

Fire  Insurance  paid  on  8th  July,  £6. 

Personal  Drawings,  .£25. 


£ 

5. 

d. 

10 

0 

0 

750 

0 

0 

375 

0 

0 

1,500 

0 

0 

1.125 

0 

0 

900 

0 

0 

22 

10 

0 

525 

0 

0 

750 

0 

0 

1,050 

0 

0 

22 

10 

0 

20 

0 

0 

450 

0 

0 

81 

15 

0 

75 

0 

0 

22 

10 

0 

75o. 

0 

0 
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Outstanding  Liabilities  not  yet  brought  into  account  were  : 
Printing  and  Stationery,  ^22  105. 
Office  repairs,  £7  10s. 

Accrued  Liabilities  were  : 

Gas,  £2. 

Rent,  1  month  at  ^300  per  annum. 
Stock,  31st  July,  ^400. 

Gross  Profit,  £195. 
Net  Profit,  £159  15s. 
66.  Messrs.  George  Elliott  &  Philip  Barker  are  Partners  in  a 
Manufacturing  Business.  After  providing  5  per  cent,  per  annum 
Interest  upon  their  respective  Capital  Accounts,  Profits  and 
Losses  are  to  be  shared  in  the  proportion  of  George  Elliott  three- 
fourths  and  Philip  Barker  one-fourth. 

Before  closing  the  books  as  on  December  31,  1914,  the  follow- 
ing further  adjustments  have  to  be  made  : 

1.  Plant  and  Machinery  Account  is  to  be  depreciated  by  10  per 

cent. 

2.  Furniture  and  Fittings  Account  is  to  be  depreciated  by  5  per 

cent. 

3.  Provision  is  to  be  made  for  Bad  and  Doubtful  Debts  at  5  per 

cent. 

4.  One  quarter's  rent  to  be  reserved  for,  only  three  quarters 

having  been  paid  during  the  year. 

5.  £2$  owing  for  Trade  Expenses  has  not  been  passed  through 

the  books. 

6.  Stock,  taken  as  on  December  31,  1914,  was  valued  and  agreed 

as  between  the  Partners  at  £1,250,  the  Stock  having  been 
taken  at  cost  with  suitable  deductions  for  old  stock. 

From  the  following  Trial  Balance  of  the  Ledger  Accounts, 
after  making  the  necessary  adjustments,  prepare  a  Trading 
Account  and  a  Profit  and  Loss  Account  for  the  year  ended 
December  31,  1914,  and  a  Balance  Sheet  as  on  that  date.  Show 
the  Partners'  Accounts  in  detail  in  the  Balance  Sheet. 
Trial  Balance,  December  31,  1914 

£     s.     d.  £       s.     d. 

George  Elliott,  Capital  (Jan.  1, 1914)  3,000     o     o 

Philip  Barker,        ,,       (Jan.  1,1914)  1,000     o     o 

George  Elliott,  Drawings  (including 

Interest)  .  .  .  .         317     o     o 

Philip  Barker,  Drawings  (including 

Interest)  .  .  .  .         133     o     o 

Furniture  and  Fittings   .        .  .        550     o     o 


Forward    1,000     o     o      4,000     0     o 
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Trial  Balance, 

December  31,  191 

4  {continued) 

£ 

s. 

d. 

£ 

s. 

i 

Forward     1 ,000 

0 

0 

4,000 

0 

0 

Plant  and  Machinery    . 

750 

0 

0 

Stock  (Jan.  i,  1914) 

950 

0 

0 

Office  Expenses   . 

250 

0 

0 

Trade  Expenses   . 

ISO 

0 

0 

Wages  (manufacturing) 

900 

0 

0 

Salaries 

425 

0 

0 

Carriage  Inwards 

125 

0 

0 

Purchases    . 

1,680 

0 

0 

Purchases  Returns 

150 

0 

0 

Sales  .... 

3.390 

0 

0 

Sales  Returns 

125 

0 

0 

Bad  Debts  . 

80 

0 

0 

Rent 

120 

0 

0 

Rates,  Taxes 

40 

0 

0 

Gas  and  Water     . 

25 

0 

0 

Interest  and  Discount  . 

35 

0 

0 

Reserve    for    Bad    and 

Doubtfu 

I 

Debts  (Jan.  1,  1914)  . 

45 

0 

0 

Sundry  Debtors   . 

1,250 

0 

0 

Sundry  Creditors 

680 

0 

0 

Cash  at  Bank 

300 

0 

0 

Cash  in  Hand 

130 

0 

0 

8,300 

0 

0 

8,300 

0 

0 

Gross  Profit,  £1,010. 
Net  Loss,  £430. 

Capital  Accounts — Elliott,  £2,510  10s. 
Barker,  £809  10s. 
67.  W.  Lone  and  T.  Stanley  are  trading  as  Partners  in  the 
firm  of  Lone,  Stanley  &  Co.,  Profits  being  shared  as  follows  : 
W.  Lone  two-thirds  and  T.  Stanley  one-third.     The  following  is 
the  Balance  Sheet  of  the  firm  on  31st  December,  1913 : 

Liabilities  £  Assets  £ 

W.  Lone,  Capital  Account       2,000      Cash  .  .         .  200 

T.Stanley      ,,  ,,  1,800       Sundry  Assets      .     27,600 

Sundry  Creditors      .  .     24,000 

On  the  1st  January,  1914,  they  admit  M.  Maxwell  as  a  Partner 
on  the  following  terms  : 

(a)  Profits  are  to  be  divided  as  to  three-sixths  to  W.  Lone, 
two-sixths  to  T.  Stanley,  and  one-sixth  to  M.  Maxwell 

(b)  M.  Maxwell  to  bring  £1,000  as  his  Capital. 

(c)  A  Goodwill  Account  is  to  be  raised  for  £1,800,  this  sum 
to  be  credited  to  the  old  Partners 
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(d)  W.  Lone  is  at  liberty  to  withdraw  £400  of  his  Capital  on 
1st  January,  1914. 

(e)  M.  Maxwell  to  have  a  Salary  of  £400  per  annum  out  of  Profits. 
(/)  Interest  to  be  allowed  on  Partners'  Capital  Accounts  at 

the  rate  of  5  per  cent,  per  annum.  No  interest  on  ordinary 
drawings  to  be  taken  into  account.  Each  partner  is  at  liberty 
to  draw  £40  a  month  in  anticipation  of  Profits  (in  the  case  of 
M.  Maxwell  the  £40  is  in  anticipation  of  Profits  and  Salary). 
Assume  that  all  transactions  mentioned  above  have  been  carried 
out.  The  Profits  for  the  year  ended  31st  December,  1914,  before 
making  any  allowance  for  M.  Maxwell's  Salary,  or  for  Interest 
on  Partners'  Capital,  amounted  to  £2,510.  Show  the  Partners' 
Capital  Accounts  on  31st  December,  19 14. 

Balances  on  Capital  Accounts — W.  Lone,  £3,360. 

T.   Stanley,  £2,640. 
M.  Maxwell,  £1,270. 

68.  From  the  following  Trial  Balance,  extracted  from  the 
books  of  J.  &  J.  Robinson,  prepare  a  Trading  Account  and  a 
Profit  and  Loss  Account  for  the  year  ended  December  31,  1914, 
and  a  Balance  Sheet  as  on  that  date. 


Trial  Balance           Dr. 

Ct 

£ 

s. 

d 

£ 

s. 

d. 

James  Robinson,  Capital  Account 

5,000 

0 

0 

J  oshua  Robinson        „           „ 

4,000 

0 

0 

James  Robinson,  Drawings  Account 

437 

10 

0 

Joshua  Robinson            ,,           ,, 

246 

11 

7 

Land  and  Buildings 

2,500 

0 

0 

Plant  and  Machinery 

1,426 

17 

7 

Furniture  and  Fixtures   . 

125 

8 

4 

Carriage           .... 

437 

1 

4 

Wages  (Manufacturing)    . 

2,147 

6 

1 

Salaries            .... 

467 

10 

0 

Bad  Debts  Reserve  (as  on  Dec.  3 1  st,  1 

913) 

247 

6 

2 

Sales 

9,122 

16 

9 

Sales  Returns 

176 

2 

7 

Bank  Charges  and  Interest 

H 

4 

6 

Coal,  Gas,  and  Water 

72 

1 

7 

Rates  and  Taxes     . 

84 

7 

6 

Discount  Account  (balance)     . 

12 

7 

6 

Purchases       .... 

4,216 

17 

2 

Purchases  Returns 

846 

2 

2 

Forward     12,351   18     3       19,228  12     7 
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Trial  Balance  {contd.)        Dr. 

Cr. 

Forward 

12,351   18 

3 

19,228  12 

7 

Bills  Receivable      .... 

127  10 

0 

Trade   Expenses 

49     7 

9 

Sundry  Debtors 

3.781    15 

9 

Sundry  Creditors     . 

1,217  15 

1 

Stock  (Dec.  31,  191 3) 

2,642   14 

8 

General  Expenses    . 

149     1 

5 

Fire  Insurance 

49  15 

0 

Apprentice  Premium 

50     0 

0 

Cash  at  Bank  and  in  Hand 

1.344     4 

10 

20,496     7 

8 

20,496     7 

8 

Charge  Depreciation  on  Land  and  Buildings  Account  at  2  J  per 
cent.,  on  Plant  and  Machinery  Account  at  10  per  cent.,  and  on 
Furniture  and  Fixtures  at  10  per  cent.  Make  a  Reserve  of 
5  per  cent,  on  the  Sundry  Debtors  for  Bad  Debts.  Carry  forward 
the  following  unexpired  amounts  : 

£     s.  d. 

1.  Fire  Insurance  .  .  .  .  .  12     7     2 

2.  Rates  and  Taxes        .  .  .  .  .     24     2     6 

3.  Apprentice  Premium  .  40     o     o 

Charge  5  per  cent.  Interest  on  Capital,  but  not  on  Drawings. 

Profits  and  Losses  are  to  be  shared  in  the  following  proportions  : 

James   Robinson,  five-ninths ;    Joshua   Robinson,  four-ninths. 

The  Value  of  the  Stock,  as  on  December  31,  1914,  was  agreed 

at  £2,939  9s.  3d. 

Gross  Profit,  £3,653  6s.  Id. 
Net  Profit,  £1,851  5s.  Id. 

Capital  Accounts — James  Robinson,  £5,840  19s.  9d. 
Jo  shim  Robinson,  £4,776  4s.  3d. 

69.  From  the  following  Trial  Balance,  prepare  the  Trading 
Account,  Profit  and  Loss  Account,  and  Balance  Sheet  of  Messrs. 
Foot  &  Inch  for  the  year  ended  September  30, 1914,  after  making 
the  following  adjustments  : 

(a)  Allow  5  per  cent,  per  annum  Interest  on  Capital  Accounts 
and  on  Mortgage  ; 

(b)  Write  off  Depreciation  (i)  5  per  cent,  off  Factory,  (ii)  7Jper 
cent,  off  Plant  and  Machinery,  (iii)  10  per  cent,  off  Fixtures 
and  Fittings  j 

(c)  Increase  the  Reserve  for  Bad  Debts  by  £199  is.  3d. ; 
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(d)  Carry  forward  £17  155.  of  the  Rates  and  Taxes  to  the 
following  year. 

Stock  on  September  30,  1914,  was  valued  at  £3,618  os.  6d. 

Profits  and  Losses  are  divided  as  follows:  five-ninths,  to 
Foot  and  four-ninths  to  Inch. 

Note. — You  are  not  required  to.  open  any  Ledger  Accounts 
or  to  make  any  Journal  or  Cash  Book  entries  of  any  kind.  The 
accounts  required  are  to  be  made  out  direct  from  the  Trial  Balance. 


Trial  Balance,  September 

30 

19 

14 

i 

s. 

d. 

i 

5. 

d. 

F.  Foot's  Capital  Account. 

5,000 

0 

0 

I.    Inch's        „            ,, 

4,000 

0 

0 

F.  Foot's  Current  Account  (in 

eluding  Interest)  . 

525 

0 

0 

I.  Inch's  Current  Account 

420 

0 

0 

Purchases         .          . 

15.380 

10 

8 

Office  Expenses 

1.993 

I 

9 

Wages     ..... 

5. 304 

0 

0 

Returns  Inwards 

400 

T7 

•-» 

,,         Outwards    . 

370 

H 

0 

Sales        .          .          .      '    . 

33.8oo 

14 

9 

Cash 

60 

10 

0 

Fixtures  and  Fittings 

1,428 

0 

0 

Bank 

1.405 

10 

0 

Reserve  for  Bad  Debts 

600 

0 

0 

Commissions  and  travellers'  ex 

penses            .... 

763 

1 

0 

Leasehold  Factory  Premises 

6,300 

0 

0 

Plant  and  Machinery 

800 

10 

0 

Bills  Receivable 

6.525 

10 

6 

,,    Payable   . 

785 

0 

3 

Gas,  Water,  and  Fuel 

487 

19 

0 

Mortgage  on  Premises 

4,000 

0 

0 

Rates,  Taxes,  &c. 

743 

10 

6 

Carriage,  Inwards     . 

647 

0 

0 

Outwards  . 

500 

4 

9 

Sundry  Debtors 

9.294 

13 

3 

„       Creditors 

7.443 

11 

0 

Stock,  1  st  Oct.,  1 91 3 

3.020 
56,000 

1 
0 

5 
0 

56,000 

0 

0 

Gross  Profit,  . 

£12,549  Is. 

Net  Profit,  £t 

\200. 

70.  From  the  Trial  Balance  extracted  from  the  books  of 
John  Pearson  &  Alan  Macgregor,  Corn  Dealers,  prepare  Trading 
and  Profit  and  Loss  Accounts,  and  Balance  Sheet  for  the  year 


308 


EXERCISES  FOR  WORKING 


ended  31st  December,  1914.  Profits  and  Losses  to  be  shared, 
two-thirds  by  Pearson  and  one-third  by  Macgregor.  Adjust- 
ments to  be  journalized  : 

(a)  Interest  at  5  per  cent  per  annum  to  be  charged  on  Capital, 
but  not  on  drawings. 

(b)  Depreciation  to  be  charged  : 

Fixtures  and  Fittings,  5  per  cent. 
Plant  and  Machinery,  10  per  cent. 
Horses  and  Carts,  15  per  cent. 

(c)  Bad  Debt  Reserve  to  be  made  up  to  £500. 

(d)  Only  three  quarters'  rent  had  been  paid  on  31st  December, 
and  no  Reserve  had  been  passed  through  the  books  for  the  quarter 
owing. 

(e)  Unexpired  amounts  to  be  carried  forward  : 

Rates  and  Taxes,  £14  8s.  yd. 

Insurance,  £y. 

Stock  on  31st  December,  £2,994  14s.  yd. 

Dr.  Balances  (continued) 

General  Expenses  .  203     1  2 

Sundry  Debtors  .  5,771     4  1 

Horses  and  Carts  .  356  14  11 

Rates  and  Taxes  .  127     4  6 

Fixtures  and  Fittings  375     8  9 

Commission     .  .  62   12  7 

Cash  in  Hand.  .•  46     7  1 


Dr.  Balances 


Repairs  and  Renewals 
Plant  and  Machinery 
Sales  Retufns 
Stock(3istDec.  1913) 
Bad  Debts       . 
Carriage  Inwards 
Travelling  Expenses 
Stable  Expenses 
Purchases 
Bills  Receivable 
Wages     . 
Salaries 
John  Pearson,  Draw 

ings     . 
Allan         Macgregor 

Drawings 
Water,  Gas,  &c. 
Rent 
Insurance 
Trade  Expenses 


i 

s. 

d. 

248 

2 

1 

847 

IO 

0 

742 

7 

8 

721 

14 

I 

89 

4 

0 

421 

10 

7 

156 

14 

2 

192 

1 

4 

,728 

0 

6 

929 

1 

1 

,646 

13 

10 

346 

2 

3 

650 

0 

0 

300 

0 

0 

126 

2 

7 

150 

0 

0 

30 

5 

2 

197 

18 

1 

Cr.  Balances 

John  Pearson,  Capital    6,ooo     o  o 
Allan        Macgregor, 

Capital         .          .      3.000     °  ° 

Sales        .          .          .    19.947   i8  9 

Cash  Sales       .          .-        384-    2  9 

Purchases  Returns  .         757   16  5 
Reserve      for      Bad 

Debts            .          .         150     o  o 
Discounts         .          .             497 

Sundry  Creditors     .      1,099  10  10 
Bank  Balance           .         122     2 


Gross  Profit,  £3,824  5s.  Wd. 
Net  Profit,  £913  15s.  5d. 
Capitals— J.  Pearson,  £6,259  3s.  7d. 

A.  McGregor,  £3,154  lis.  Wd. 
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71.  A  and  B  were  in  partnership  as  Manufacturing  Ironmongers. 
Their  Capital  Accounts,  as  on  December  31,  1913,  were  each 
credited  with  £9,000.  The  partnership  agreement  provided 
that  A  should  take  £300  of  the  profits  before  B  received  any 
share.  The  balance  was  to  be  divided  equally  between  them. 
During  the  year  ended  December  31,  1914,  drawings  were  made 
by  A  at  the  rate  of  £50  a  month,  and  by  B  at  the  rate  of  £6  a 
week. 

On  December  31st,  1914,  the  Ledger  Balances,  in  addition  to 
those  of  the  Partners'  Capital  and  Drawing  Accounts,  were  as 
shown  below. 

On  December  31st,  1914,  the  Stock  in  Hand  was  valued  and 
agreed  at  £6,928  4s.  6d.,  the  Work  in  Progress  was  certified  at 
£301  6s.  id.,  and  the  Loose  Tools  at  £406  13s.  2d. 

You  are  required  to  prepare  a  Trading  Account  and  a  Profit 
and  Loss  Account  for  the  year  ended  December  31st,  1914,  and  a 
Balance  Sheet  as  on  that  date.  Before  preparing  these  accounts, 
it  is  necessary  to  take  the  following  matters  into  consideration  : 

(1)  The  Auditors  called  the  Partners'  attention  to  the  fact  that 
the  Leasehold  Premises  had  not  been  depreciated  in  the  past. 
The  lease  has  15  years  to  run  from  December  31,  1913,  and  it  is 
decided  to  write  off  the  book  value  in  equal  annual  instalments. 

(2)  Ten  per  cent.  Depreciation  is  to  be  written  off  Plant  and 
Machinery  as  on  December  31st,  1913,  and  5  per  cent,  off  the 
additions  made  during  the  year. 

(3)  £5°  Depreciation  is  to  be  written  off  Furniture  and  Fittings. 

(4)  Wages  Account  is  found  to  include  £47  paid  to  men 
during  the  time  certain  repairs  were  being  made  by  them  to  the 
Machinery ;  and  it  is  decided  to  transfer  this  amount  to  its 
proper  account,  and  also  to  put  through  a  transfer  of  £121  2s.  yd., 
as  representing  the  cost  of  material  used  out  of  stock  for  such 
repairs. 

(5)  The  unexpired  portions  of  Rates  and  Insurance  were,  on 
December  31st,  1914,  £27  2s.  3d.  and  £14  os.  id.,  respectively. 

(6)  It  is  decided  to  create  a  Reserve  for  Bad  Debts  amounting 
to  5  per  cent  on  the  Sundry  Debtors. 

Note. — No  Interest  on  Capital  or  drawings  to  be  charged. 
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Balances  of  Ledger  Accounts,  December  31  st,  1914 


Cash  at  Bank  . 
Cash  in  Hand  . 
Plant  and  Machinery  (including  additions  during 

the  year  of  £345  25.) 
Furniture  and  Fittings 
Discount  Account  (Debit  Balance)     . 
Manufacturing  Wages 
Salaries  .  .  .  . 

Purchases         ..... 
Carriage  Inwards      .... 
Office  Expenses        .    • 
Postage  and  Stationery    . 
Leasehold  Buildings  . 

Sales       ...... 

,,    Returns 
Purchases  Returns  .... 
Stock  (December  31st,  191 3-)     . 
Sundry  Debtors        .... 
Work  in  Progress  (December  31st,  191 3) 
Advertising      .  .  .  .  . 

Bad  Debts 

Interest  on  Temporary  Loan  (repaid  Nov.  1914) 

Loose  Tools  (December  31st,  191 3) 

Rent,  Rates,  and  Taxes 

Insurance 

Commission 

Lighting  and  Heating 

Sundry  Creditors 

Gross  Profit,  £6,155  Us.  7d. 

Net  Profit,  £2,994  4s. 

Final  Capitals— A .  £10,047  2s. 


£ 

5. 

d. 

280 

2 

8 

37 

15 

2 

4,018 

2 

1 

273 

14 

7 

47 

3 

1 

7.649 

12 

TO 

962 

13 

6 

20,747 

16 

TT 

467 

4 

<> 

212 

6 

2 

42 

15 

I 

1,500 

0 

0 

34.242 

12 

7 

347 

13 

7 

742 

12 

0 

6.738 

0 

2 

9,261 

12 

6 

276 

14 

11 

117 

17 

1 

135 

2 

7 

6 

7 

10 

43i 

14 

2 

346 

15 

3 

92 

4 

2 

114 

9 

1 1 

102 

4 

7 

2.136 

19 

0 

72.  J.  Bennett  &  Co.,  Ltd. 
following  Ledger  Balances  : 


B.  £10,035  2s. 

,  had,  on  December  31,  1913,  the 


Dr. 

C> 

£     s. 

d. 

£ 

'5.    d. 

Ordinary  Share  Capital 

. 

. 

5,000 

0    0 

Preference  Share  Capital 

. 

5,000 

0     0 

Sundry  Creditors  : 

J.    Jinks 

200     0 

0 

F.   Flint  . 

800     0 

0 

J.  Smith. 

150     0 

0 

Johnson  &  Co.. 

250     0 

0 

1,400 

0    0 

Profit  and  Loss  Account 

.          . 

. 

1,000 

0     0 

Stock  .... 

. 

. 

3 ,000    0 

0 

Buildings     . 

• 

• 

6,000    0 

0 

Forward    9,000 


12,400    o    o 
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Forward 


Cash  at  Bank 

Bills  Receivable  : 
W.  Cox  (due  Jan.  5,  1914)  £250 
J.   Cooper   &   Co.    (due 

Jan.  7,  1914)  .  250 


Dr. 

Cr. 

£        s.   d. 

£       ».   d. 

9,000     0     0 

12,400    0    0 

1 ,000     0     0 

Sundry  Debtors  : 

Thomas  Green  . 

£100 

0 

0 

W.  Cox    . 

. 

50 

0 

0 

J.  Cooper  &  Co. 

150 

0 

0 

A.  Black  &  Co., 

Lid.. 

250 

0 

0 

J.   Jones  . 

. 

300 

0 

0 

Cook  &  Co. 

1,050 

0 

0 

500 


1 ,900     o     o 


2,400     o     o       12,400     o     o 


You  are  required  to  open  Ledger  Accounts  recording  the  above, 
and  to  pass  the  following  transactions  through  the  proper  books 
to  the  Ledger. 
1914 

Jan.     1.     Drew  and  cashed  petty  cash  cheque,  £$. 

Sold  W.  Cox  120  yards  of  silk  at  5s.  6d.  per  yard. 

2.  Accepted  Bills  drawn  by  F.  Flint,  viz.  three  for  £250 

each,  drawn  at  one  month,  two  months,  and  three 
months  respectively.  Paid  Flint  the  balance  of  his 
account  by  cheque,  deducting  2^%  discount  on  the 
whole  account  as  on  December  31,  191 3. 

Bought  for  £4.  10s.  a  parcel  of  silk. 

Drew  and  cashed  cheque  for  petty  cash  and  wages,  £1$. 

Paid  wages  in  cash,  £12  10s. 

3.  Received  from  J.  Cooper  &  Co.  £50  on  account. 

Sold  Thomas  Green 20  yards  of  Irish  linen  at  3s. per  yard. 
Bought  of  F.  Flint  75  yards  of  Irish  linen  at  2s.  per  yard. 

5.  Received  fees  on  transfer  of  shares,  10s. 

Paid,  by   cheque,  Tool  &   Co.,  £47  105.  for  repairs  to 

buildings. 
W.  Cox's  Bill  due  and  paid  to  bankers. 

6.  Sold  A.  Black  &  Co.  150  yards  of  black  silk  at  105.  per 

yard. 
A.  Black  &  Co.  paid  the  whole  of  their  account  less  5% 
discount. 

7.  J.  Cooper  &  Co.'s  Bill  due  but  not  met.     Two  new 

Bills  of  equal  amount  given  at  one  month  and  three 
months  respectively  to  cover  the  whole  amount  due 
from  them. 

8.  Bought  of  J.  Jinks  9  pieces  of  velvet,  each  of  40  yards, 

at  8s.  6d.  a  yard. 
Received  of  Cook  &  Co.  £250  on  account. 
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1914 

Jan.  8.  Received  a  first  and  final  dividend  of  55.  in  the  £  on 
Thomas  Green's  account. 
9.  Paid  in  cash,  carriage  account,  305.  Paid  by  cheque, 
legal  expenses,  £7  10s.  Purchased  postage  stamps, 
£2.  Paid  by  cheque,  stationery  account,  £1  15s. 
Drew  and  cashed  cheque  for  petty  cash  and  wages, 
£17  10s.  Paid  wages  in  cash,  ^14. 
10.  Received  of  J.  Jones  the  amount  of  his  account,  less 
2i%-  Paid  J-  Smith  the  amount  of  his  account,  less 
a  discount  of  2\%,  after  taking  into  consideration 
an  allowance  made  by  him  of  £10  for  short  delivery 
of  goods. 

All  moneys  received  were  paid  at  once  into  the  Bank.  Balance 
the  Ledger  Accounts  as  on  January  10,  1914,  bring  down  the 
balances,  and  extract  a  Trial  Balance. 

Note. — No  Profit  and  Loss  Account  or  Balance  Sheet  to  be 
prepared. 

Cash  Balance,  £7  10s. 
Bank  Balance,  £1,916  15s. 
Sales,  £111. 
Purchases,  £165. 
73.  George  Norman  and  Robert  Carter  were  trading  in  part- 
nership as  Wholesale  and  Retail  Grocers,  the  former's  Capital 
being  twice  that  of  the  latter.     On  December  31st,  1913,  in 
addition  to  the   Partners'  Capital  Accounts'  balances,  the  fol- 


lowing  appeared  m  thei 

r  Ledgers  : 

£ 

5. 

d. 

Cash  in  Hand 

. 

47 

0 

0 

Cash  at  Bank 

482 

0 

0 

Stock  in  Hand     . 

870 

0 

0 

Fixtures,  Fittings,  and 

Utensils    . 

247 

0 

0 

Horses  and  Vehicles     . 

. 

155 

0 

0 

Sundry  Debtors  : 

J.  Morley 

. 

68 

0 

0 

A.  Barnes 

. 

23 

0 

0 

R.  Foster 

.          .          . 

29 

0 

0 

S.  Middleton    . 

.... 

35 

0 

0 

Sundry  Creditors  : 

J.  Harris  &  Sons 

.... 

50 

0 

0 

W.  Clark 

55 

0 

0 

Evans  Lloyd  &  Co.  . 

. 

64 

0 

0 

W.  Newton 

15 

0 

0 

Reserve  for  Rent  (due  ! 

December  25th,  1913)  . 

50 

0 

0 

Enter  in  the  Ledger  the  foregoing  particulars,  a 

ad  pass  through 

the  books  the  following  transactions : 
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1914 
Jan.     1.     Paid  into  Bank,  £30. 

Received  from    J.  Harris  &  Sons,  3  cwt.  of  sugar  at 

13/6  per  cwt. 
Received  from  W.  Clark,  20  cases  of  preserved  fruit 
at  9/6  per  dozen  tins  (each  case  contained  2  dozen  tins). 

2.  Sold  to  A.  Barnes,  50  lbs.  of  tea  at    1/4  per  lb.,  and 

charged  him  3/-  for  boxes. 
Accepted  three  months'  Bill  from  J.  Harris  &  Sons  for 

£50. 
Cash  sales  for  the  past  two  days  were  £77. 

3.  Received  cheque,  which  was  paid  into  Bank,  from  S. 

Middleton,    in    settlement  of   his   account,  less  5% 
cent,  discount. 
Cash  sales  for  the  day,  £27. 

5.  Paid  rent  (due  December  25th,  1913),  by  cheque. 
Sold  to  R.  Foster,  12  cases  of  '  XX.'  sauce  at  3/3  per 

doz.  bottles  (each  case  contained  2  doz.  bottles). 

Returned  to  W.  Clark,  1  case  of  preserved  fruit,  de- 
livered on  the  1st  inst. :  goods  faulty. 

J.  Morley  accepted  a  one  month's  Bill  drawn  on  him 
for  £40. 

Cash  sales  for  the  past  two  days  were  £83. 

6.  Sold  to  S.  Middleton,  1  gross  tins  of  cocoa  at  6/-  per 

dozen  tins. 
Received  from  Evans  Lloyd  &  Co.  30  kegs  of  butter, 

containing  in  all  4  cwt.,  at  86/-  per  cwt. 
The  Bank  discounted  J.  Morley' s  Bill,  charging  3|%. 
Sent  credit  note  for  3/-  to  A.  Barnes  for  boxes  returned. 
Paid  wages,  ^13  105.,  in  cash. 
Cash  sales  for  the  day  were  £46. 
8.     Paid,     by     cheque,    W.    Newton's    account,     as    on 

December  31st,  191 3,  less  2$%. 
George  Norman  drew,  in  cash,  £7,  and  Robert  Carter, 

£3  ios- 
Paid,  by  cheque,  Evans  Lloyd  &  Co.'s  account,  as  on 

December  31st,  191 3,  less  2^%. 
Paid  all  cash  in  hand  on  this  date,  with  the  exception  of 

£10  retained  for  petty  cash  purposes,  into  Bank. 

All  Purchases  and  Sales  were  on  credit,  unless  the  contrary 
is  stated.  Balance  the  Ledger  accounts  as  on  January  8th,  1914, 
bring  down  the  balances,  and  extract  a  Trial  Balance. 

N.B. — No  Profit  and  Loss  Account  or  Balance  Sheet  to  be 
prepared. 

Cash  Balance,  £10. 
Bank  Balance,  £674  2s. 
Purchases,  £38  4s.  6d. 
Sales,  £243  19s.  8d. 
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74.  From  the  following  Trial  Balance  of  the  accounts  of  a 
Manufacturing  Company  (whose  authorized  Capital  consists 
of  15,000  Ordinary  Shares  of  £10  each)  prepare  a  Trading 
Account  and  a  Profit  and  Loss  Account  for  the  year  ended 
December  31,  1914,  and  a  Balance  Sheet  as  on  that  date. 


d. 


s.     d. 


Capital  issued  and  fully  paid  up,  9,oo( 
Shares  oi  £10  each  . 

). 

90,000 

0 

0 

Stock  (January  1,  1914) 

32,000 

0 

0 

Cash  in  Hand     .... 

150 

0 

0 

Cash  at  Bank     .... 

2,900 

0 

0 

Purchases           .... 

52,350 

0 

0 

Sales          ..... 

136,500 

0 

0 

Sales  Returns    . 

400 

0 

0 

Purchases  Returns 

75° 

0 

0 

Manufacturing  Charges 

11.500 

0 

0 

Manufacturing  Wages 

28,550 

0 

0 

Salaries     ..... 

1,500 

0 

0 

Trade  Expenses 

6,850 

0 

0 

Rates  and  Taxes         . 

250 

0 

0 

Insurance            .... 

190 

0 

0 

General  Expenses 

2,640 

0 

0 

Discounts  (balance)    . 

1,800 

0 

0 

Bad  Debts          .... 

570 

0 

0 

Interest  and  Bank  Charges  . 

35o 

0 

0 

Land  and  Buildings    . 

22,250 

0 

0 

Machinery  and  Plant  . 

35,600 

0 

0 

Sundry  Debtors 

52.500 

0 

0 

Sundry  Creditors 

21,750 

0 

0 

Patents      ..... 

5,000 

0 

0 

Bad  Debts  Reserve  (January  I,  1914) 

2,600 

0 

0 

Profit  and  Loss  (balance,  January    1 

I9M) 

75o 

0 

0 

Reserve     . 

5,000 

0 

0 

257.350 

0 

0 

257.350 

0 

0 

Charge  depreciation  on  Land  and  Buildings  Account  at  3  per 
cent,  per  annum,  and  on  Machinery  and  Plant  Account  at  6  per 
cent.  Make  a  reserve  of  5  per  cent,  on  the  Sundry  Debtors  for 
Bad  Debts  ;  write  down  Patents.  Account  by  10  per  cent. ; 
carry  forward  £90  of  Insurance  ;  and  charge  £500  as  Directors' 
Fees.  The  value  of  the  Stock,  as  on  December  31,  19 14,  was 
agreed  at  £23,700.  Charge  10  per  cent,  on  net  profits  as  re- 
muneration to  the  Managing  Director,  and  appropriate  £2,500 
to  the  Reserve  Account,  carrying  forward  the  balance. 
Gross  Profit,  £36,150.        Net  Profit,  £18,261  10s. 
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75.  Farndale  &  MacLeod,  Ltd.,  Wholesale  Stationers,  Liver- 
pool, have  a  Registered  Capital  of  75,000  Shares  of  £1  each  upon 
which  1.5s.  per  Share  has  been  called  up.  Owing  to  default  by 
non-payment  of  calls  500  Shares,  upon  which  £100  has  been  re- 
ceived, have  been  forfeited  in  accordance  with  the  Articles  of 
Association.  From  the  following  Trial  Balance  extracted  from 
the  books  on  the  31st  December,  1914,  prepare  Balance  Sheet, 
Trading  Account,  and  Profit  and  Loss  Account. 

Trial  Balance 


Dr. 

Cr. 

£ 

s. 

d. 

£ 

s. 

d. 

Share  Capital 

. 

55,875 

0 

0 

Forfeited  Share  Account 

100 

0 

0 

Calls  in  Arrear    . 

.          , 

7S 

0 

0 

Leasehold  Premises,  January  1 

?I4 

30,500 

0 

0 

Plant  and  Machinery,  January 

1914      . 

1 1 ,000 

0 

0 

Additions    to     Plant    and    Machinery 

during  year  (all  to  be  taken 

as  made 

on  the  1st  July,  191 4) 

. 

600 

0 

0 

Reserve,  1st  January,  191 4 

. 

2,000 

0 

0 

Sundry  Creditors 

. 

1,250 

0 

0 

Bad  Debts 

272 

0 

0 

Bank  Overdraft 

125 

0 

0 

Cash  in  Hand     . 

10 

0 

0 

Office  Furniture,  January  191 4 

65 

0 

0 

Sales          . 

40,700 

0 

0 

Stock,  1st  January,  19 14    . 

. 

3.560 

0 

0 

Purchases 

2 1 ,049 

0 

0 

Wages       .          .          .          . 

io,747 

0 

0 

Salaries     .... 

.          1 

1,020 

0 

0 

Carriage  inwards 

#          , 

74 

0 

0 

Carriage  outwards 

119 

0 

0 

Insurance            .          .          . 

.          , 

87 

0 

0 

Postages  and  Telegrams 

43 

0 

0 

Rates,  Taxes,  &c. 

.        '  , 

482 

0 

0 

Office  Wages 

. 

389 

0 

0 

Advertising 

t 

58 

0 

0 

Repairs  to  Plant  and  Machinery  . 

61 

0 

0 

Profit  and  Loss  Account,  1st 

January 

1914    '•••-;• 

# 

.            100 

0 

0 

Discounts  Received    . 

. 

327 

0 

0 

Discounts  Allowed 

, 

2,474 

15 

0 

Sundry  Debtors 

. 

11,650 

0 

0 

Debentures,   500  at  £10  each, 

bearing 

1 

Interest  at  6%  per  annum 

. 

5 ,000 

0 

0 

Debenture  Interest,  half-year 

to  Jun 

5 

30th,  191 4,  paid  less  tax  . 

. 

141 

5 

0 

Directors'  Fees  .          . 

• 

200 

0 

0 

Forward     94,777     00       105,377     o     o 
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Trial  Balance  {continued) 

- 

Cr. 

Dr. 

£       *. 

d. 

1          s.   d. 

Forward     94,777     0 

0 

io5.377    0     0 

Goodwill 

10,000     0 

0 

Advertising  places, 

&c,  at  stations,  as 

at  ist  January, 

1914,  to  be  written 

off  over  3  years 

600     0 

0 

T05.377     0 

0 

105,377    0     0 

Reserve  £500  for  Wages,  allow  2J  per  cent,  off  debtors  and 
creditors  for  discount.  Insurance  is  prepaid  £12.  Depreciate 
Leasehold  Premises  1  percent,  per  annum,  Plant  and  Machinery 
5  per  cent,  per  annum,  Office  Furniture  5  per  cent,  per  annum. 
Reserve  £125  for  Bad  Debts.  Stock  on  Hand  on  December 
31st,  1914,  £4»i74. 

Gross  Profit,  £8,944.  Net  Profit,  £2,322  2s.  6d. 
76.  The  A.  R.  Waddell  Co.,  Ltd.,  which  was  formed  to  pur- 
chase a  manufacturing  business,  was  registered  on  January  ist, 
1914,  with  a  Nominal  Capital  of  £100,000,  divided  into  10,000 
Ordinary  Shares  of  £10  each.  With  the  undermentioned  excep- 
tion, these  Shares  were  offered  to  the  public,  and  7,500  were  sub- 
scribed for  and  duly  allotted.  As  part  purchase  price  of  the 
business,  500  Shares  were  allotted  as  fully  paid  to  the  Vendor. 
The  Shares  issued  to  the  public  were  payable  as  follows  :  £2  10s. 
per  Share  on  application,  £2  10s.  on  allotment,  £2  10s.  on 
March  31st,  1914,  and  the  balance  as  and  when  required.  The 
final  balance  had  not  been  called  up  on  December  31st,  1914. 
In  addition  to  the  balance  of  the  Capital  Account,  the  fol- 
lowing balances  appeared  in  the  books  of  the  Company  on 
December  31st,  1914 : 

Ledger  Balances 

Salaries  ..... 

Manufacturing  Wages     . 

General  Expenses 

Stock  (January  ist,  191 4) 

Rents  received       .... 

Reserve  for  Depreciation  of  Buildings 

Carriage  Inwards    .  .        ... 

Sundry  Debtors     .... 

Sundry  Creditors   .... 

Rates,  Taxes,  and  Insurance  . 

5%  Debentures      .  . 


i 

5. 

d. 

. 

O 

O 

22,421 

O 

O 

941 

O 

O 

10,210 

O 

O 

300 

O 

0 

3,000 

O 

0 

6,119 

O 

0 

16,342 

O 

0 

6,124 

O 

0 

2,450 

O 

0 

5,000 

O 

0 
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107 

0 

0 

102,551 

0 

0 

142,412 

0 

0 

250 

0 

0 

1,027 

0 

0 

26,000 

0 

0 

250 

0 

0 

10,000 

0 

0 

4,001 

0 

0 

4,759 

0 

0 

962 

0 

0 

2,505 

0 

0 

2,793 

0 

0 

750 

0 

0 

61 

0 

0 

447 

0 

0 

9,5io 

0 

0 

766 

0 

0 

M74 

0 

0 

647 

0 

0 

1,789 

0 

0 

198 

0 

0 

Ledger  Balances  (continued)  £       s.     d. 

Debenture    Interest     (from   date   of    issue    to 

June  30th,  1914) 
Purchases 

Sales     .... 
Calls  in  arrear 
Repairs  and  Renewals    . 
Freehold  Land  and  Buildings 
Reserve  for  Bad  Debts  . 
Goodwill        . 
Purchases  Returns 
Sales  Returns 
Bills   Payable 

Alterations  and  Improvements 
Advertising    . 
Directors'    Fees 
Legal  Expenses 
Preliminary  Expenses     . 
Plant,  Machinery,  and  Fixtures 
Lighting  and  Heating     . 
Discount  Account  (Debit  Balance) 
Travellers'  Expenses  and  Commission 
Bank  Overdraft     . 
Cash  in  Hand 

You  are  required  to  prepare  Trading  and  Profit  and  Loss  Ac- 
counts for  the  year  ended  December  31st,  1914,  and  a  Balance 
Sheet  as  on  that  date. 

State  briefly  what  conclusions  the  accounts  of  the  Company 
would  lead  you  to  arrive  at. 

Before  preparing  the  accounts,  it  is  necessary  to  take  the 
following  matters  into  consideration  : 

(a)  10%  Depreciation  is  to  be  written  off  Plant  and  Machinery. 

(b)  The  reserve  for  Bad  Debts  is  to  be  made  up  to  £500. 

(c)  £50,  representing  Insurance  paid  in  advance,  is  to  be  carried 
forward. 

(d)  The  amount  spent  upon  alterations  and  improvements  is 
to  be  written  off  by  equal  instalments  over  a  period  of  5  years 
ending  December  31st,  1918. 

(e)  The  whole  of  the  Preliminary  Expenses  (part  having  been 
borne  by  the  Vendor)  are  to  be  written  off. 

(/)  The  Stock  in  Hand,  as  on  December  31st,  1914,  was  valued 

at  £12,347. 

Gross  Profit,  £12,700. 

Net  Loss,  £3,000. 
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77.  The  Patent  Rice  Food  Co.,  Ltd.,  was  registered  as  a  Private 
Company  in  December  1913,  with  a  Nominal  Capital  of  £32,000, 
divided  into  30,000  Ordinary  Shares  of  £1  each,  and  200  Founders' 
Shares  of  £10  each.  The  latter  Shares  were  issued,  as  fully  paid, 
to  the  inventor  of  the  Patent  Food,  in  consideration  for  the 
licence  granted  by  him  to  the  Company  for  the  sole  right  to 
manufacture  under  his  patent.  The  inventor  and  his  friends 
subscribed  for,  and  were  allotted,  20,204  Ordinary  Shares,  upon 
which  12s.  6d.  per  Share  was  called  up.  The  Company  started 
business  on  1st  January  1914,  and  on  30th  September  1914,  an 
interim  dividend  of  4  per  cent.,  free  of  tax,  was  declared  and 
paid  on  the  paid-up  portion  of  the  Ordinary  Shares.  On  31st 
December  1914,  the  Ledger  Balances  of  the  Company,  in 
addition  to  those  represented  by  the  above  transactions,  were  : 


Advertising 

i 
1,668 

Office  Furniture 

i 

219 

Bank  Loan 

2,000 

Office  Salaries     . 

472 

Bills  Payable      . 

4.741 

Preliminary  Expenses 

113 

Carriage     . 

977 

Purchases 

5,8i6 

Cash  at  Bank     . 

1,311 

Rent,   Rates,  Lighting,  and 

Sundry  Debtors  . 

3,592 

Insurance 

247 

Discount  on  Purchases 

(less 

Sales           .... 

8,862 

discount  on  Sales)    . 

. 

93 

Sales  Returns 

119 

Electrical  Power  for  Factory 

151 

Stationery  &  Office  Expenses 

77 

Extension  of  Leasehold  Pre- 

Sundry Trade  Creditors 

1,427 

mises 

2,500 

Travellers'  Salaries  and  Ex- 

Interest on  Bank  Loan 

65 

penses 

1,166 

Machinery  purchased  . 

8,451 

Wages         .... 

2,299 

Calls  in  arrear,  £2  10s. 

Stock  on  31st  December,  1914,  £3,075.  Prepare  Trading  and 
Profit  and  Loss  Accounts,  and  Balance  Sheet.  Adjustments  to 
be  journalized. 

(a)  Depreciation  of  Machinery  at  10  per  cent,  per  annum  for 
the  six  months  during  which  the  machines  had  been  running. 

(b)  Expenditure  upon  advertising  to  be  spread  over  three 
years  '(igi'jto  bear  a  full  share),  and  one-half  of  Travellers'  Salaries 
and  Expenses  to  be  carried  forward  to  1915. 

'  (c)  The  Carriage  Account  contained  £236,  representing  freight 
on  machinery  erected  at  the  factory,  which  it  was  decided  to 
transfer  to  the  Machinery  Account.     The  Wages  included  £93, 
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representing  the  wages  of  men  employed  in  erecting  the  machinery, 
which  it  was  decided  to  treat  in  the  same  manner. 

(d)  One  quarter's  rent  of  the  factory,  amounting  to  £52,  was 
owing  on  31st  December,  1914,  and  must  be  reserved  for. 

Gross  Profit,  £3,796. 

Net  Profit,  £506. 


78.  Prepare  Balance  Sheet  and  Trading  Account  for  the  year 
ended  31st  March,  1914,  of  the  '  Weekly  Banner,'  Ltd.  Wages 
owing,  £95  16s.  4^.  Three  months'  Interest,  less  tax  at  is.  2d. 
in  £,  due  on  Consols.  Stocks  at  31st  March :  Paper,  Ink,  &c, 
£324  10s. ;  Fuel,  £3  10s. ;  Telephone,  £25  is  prepaid.  Reserve 
£150  for  estimated  costs  in  Libel  action.  Reserve  £50  for  Bad 
Debts.  Depreciation  on  Plant  7 J  per  cent,  per  annum  ;  on 
Furniture  5  per  cent,  per  annum.  Provide  10  per  cent,  for 
allowances  on  advertisers'  debts.  Write  down  Consols  to 
79 J  per  cent.  Provide  Managers'  commission,  5  per  cent,  on 
year's  profits,  before  crediting  any  Interest  Or  charging  loss  on 
Investments. 


Dr.  Balances 

£ 

s. 

d. 

Dr.  Balances  (contd.) 

£ 

s. 

d. 

Cash  in  Hand   . 

53 

5 

5 

New  Plant  bought  1st 

Agents'  Returns 

359 

2 

4 

Oct.,  1913      . 

400 

0 

0 

Copyright 

2,000 

0 

0 

Telephone 

78 

8 

1 1 

Machinery  and  Plant 

Bill  Posting  &  Carriage 

225 

16 

9 

31st  March,  191 3   . 

9,000 

0 

0 

Insurance 

48 

10 

0 

Freehold  Property     . 

4,000 

0 

0 

Postage  and  Telegrams 

187 

12 

2 

Office  Furniture 

120 

0 

0 

Travelling  Expenses  . 

195 

16 

IO 

Bank 

3.630 

8 

0 

Agents'  Debit  Balances 

579 

1 

5 

£7,000    Consols    i\% 

1 

Subscribers'         ,, 

38. 

4 

4 

at  cost 

5,869 

0 

4 

Advertisers' 

2.758 

12 

5 

Discount  allowed 

103 

11 

1 

10  £1    shares  '  Yellow 

Paper,  Ink,    &c,  Ac 

Press  Co.,  Ltd.,'  no 

count    . 

2,960 

13 

8 

value     . 

2 

0 

0 

Trade  Expenses 

170 

6 

10 

Wages 
Bad  Debts 

4.845 
90 

13 
17 

0 

6 

Cr.  Balances 

Advertisements        ir 

1 

Cash      Sales      (news- 

other papers 

70 

7 

4 

papers) 

642 

6 

2 

Fuel,  &c. 

157 

2 

4 

Agents'  Sales    .          .  4,397 

13 

3 

Repairs     . 

206 

16 

5 

Advertisements 

Rent     of     Branches, 

charged          .          .   ( 

5,869 

1 8 

7 

Rates,  and  Taxes 

129 

8 

8 

Sundry  Printing  Sales 

12 

15 

3 

Correspondence  Fees 

368 

2 

4 

Advertisers'     Prepay- 

Printing &  Stationer) 

t     108 

15 

6 

ments  unexhausted 

37 

9 

0 
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Cr.  Balances  (continued) 

£    s. 

Revenue  Surplus,  31st 

March,  191 3            .    1,530  7 

Reserve  Fund  Account      400  o 

Discount  received  .  379  4 
Interest  on  Consols  (9 

months  received)    .       123  11 


Cr.  Balances  (continued) 

d.      Share  Capital,  4, 660^  10       £  s. 

Shares, ^5  called  up  23,300  o 

1       Bank  Interest  .          .       125  6 

o       Creditors            .          .       850  o 

3       Sales  to  Subscribers  .        84  1 

Credit  Balances,  Sub- 

n           scribers           .          .         10  19     8 


Net  Profit,  £1,084  7s.  2d.  Commission,  £57  18s.  2d. 
Available  for  Distribution,  £2,614  14s.  3d. 
79.  From  the  following  make  out  Trading  Account,  Profit  and 
Loss  Account,  and  Balance  Sheet  for  the  Motor  Manufacturing 
Co.,  Ltd.,  for  the  year  ended  31st  December,  1914.  Nominal 
Capital,  80,000  Shares  of  £1  each.  Write  off  the  whole  of  Pre- 
liminary Expenses  and  depreciate  Plant  and  Machinery,  Office 
Furniture,  Patterns,  and  Patents  at  a  uniform  rate  of  7J  per  cent, 
per  annum.  Add  £2,000  to  the  Sinking  Fund  for  redemption  of 
Debentures,  and  leave  the  reserve  for  Bad  and  Doubtful  Debts  at 
5  per  cent,  on  Sundry  Debtors.  Stock  at  the  above  date,  £10,087. 


Dr.  Balances 

£ 

Calls  in  arrear 

1,000 

Freehold  Premises   . 

18,000 

Plant  and  Machinery 

20,000 

Interim  Dividend  paid 

2,000 

Stock,  31st  Dec,  1913 

18,750 

Office  Furniture 

625 

Patterns 

6,250 

Patents 

3.7SO 

Goodwill 

12,000 

Sundry  Debtors 

37,500 

Cash  in  Hand . 

150 

Cash  at  Bank,  Current  A/c. 

3,000 

Cash  at  Bank  on  Deposit  . 

12,000 

Purchases 

62,100 

Preliminary  Expenses 

400 

Sinking  Fund  Investment 

8,000 

Manufacturing  Wages 

30,000 

Repairs  and  Renewals 

1,300 

Coal        .... 

2,225 

Gas  and  Water 

175 

Rates,  Taxes, and  Insurance 

1,250 

Office  Salaries 

1,000 

Travelling  Expenses 

1.325 

General  Expenses     . 

475 

Discounts  allowed   . 

2,120 

Gross  Profit,  £18,837. 

Available  Profit 

Dr.  Balances  (continued) 

Directors'  Fees 

Royalties  paid 

Bad  Debts      . 

Debenture  Interest 

Cr.  Balances 

Subscribed  Capital,  60,000 
Shares,  £1  ea.,  fully  paid 

Debentures,  5% 

Sundry  Creditors     . 

Balance  to  credit  of  Profit 
and  Loss,  1st  Jan.,  191 4 

Bills  Payable  . 

Sales       .... 

Discounts  received  . 

Interest  on  Bank  Deposit  . 

Reserve  for  Bad  and 
Doubtful  Debts  . 

Sinking  Fund  for  Redemp- 
tion of  Debentures 

This  is  represented  by  In- 
vestments, and  there  is 
one  year's  interest  at 
3i%  Per  annum  due,  but 
unpaid,  at  the  date  of 
making  up  these  accounts. 

Net  Profit,  £9,000  2s.  6d. 

£5,890  2s.  6d. 


£ 

525 

450 

150 

1,000 


60,000 
20,000 
16,800 

890 

15,500 

122,000 

1,780 

300 

2,250 

8,000 
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80.  The  X  Manufacturing  Co.,  Ltd.,  was  registered  with  a 
Nominal  Capital  of  £75,000,  divided  into  5,000  Ordinary  Shares 
of  £10  each,  and  25,000  6%  Preference  Shares  of  £1  each. 

From  the  following  Trial  Balance  prepare  Trading  and  Profit 
and  Loss  Accounts  for  the  year  ended  December  31st,  1914,  and 
a  Balance  Sheet  as  on  that  date. 

Trial  Balance 


Dr. 

Cr. 

£ 

s. 

d. 

£ 

s. 

d. 

Ordinary  Share  Capital  Account  . 

30,000 

0 

0 

Preference  Share  Capital  Account 

25,000 

0 

0 

Stock  (January  ist,  1914)    . 

16,200 

4 

3 

Cash  in  Hand    .... 

106 

2 

0 

Cash  at  Bank    .... 

3.196 

13 

0 

Purchases  and  Sales  . 

25,123 

7 

0 

63,200 

4 

8 

Returns  (Inwards  and  Outwards) 

901 

7 

9 

308 

17 

6 

Manufacturing  Expenses     . 

5.3H 

2 

0 

Wages 

13,210 

0 

0 

Salaries      ..... 

1.525 

0 

0 

Travellers'    Salaries,    Commission, 

anc 

l 

Expenses         .... 

3,210 

0 

0 

Rates  and  Taxes 

210 

0 

0 

Insurance            .... 

70 

0 

0 

General  Expenses 

1,420 

0 

0 

Discounts            .... 

1.283 

2 

0 

578 

3 

0 

Bad  Debts          .... 

280 

0 

0 

Interest  and  Bank  Charges 

87 

0 

0 

Land  and  Buildings    . 

10,000 

0 

0 

Machinery  and  Plant  . 

17,000 

0 

0 

Debtors  and  Creditors 

28,397 

4 

2 

9,843 

2 

0 

Patents     ..... 

3,000 

0 

0 

Bad  Debts  Reserve  (January  ist,  i 

914 

) 

400 

0 

0 

Profit     and    Loss    Account     (Balance 

31st  Dec,  1913) 

810 

0 

0 

Preference  Dividend  paid    . 

706 

5 

0 

Interim  Ordinary  Dividend  Paid  . 

900 

0 

0 

Reserve  Account 

2,000 

0 

0 

132,140 

7 

2 

132,140 

7 

2 

Before  preparing  the  necessary  accounts,  the  following  adjust- 
ments are  to  be  made  : 

Charge  Depreciation  on  Buildings  at  3  per  cent,  per  annum. 

Charge  Depreciation  on  Plant  and  Machinery  at  6  per  cent, 
per  annum. 

Credit  a  further  reserve  of  J  per  cent,  on  Gross  Sales  to  the  Bad 
Debt  Reserve  Account. 
21 
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Write  down  Patents  by  10  per  cent. 

Reserve  2\  per  cent,  on  Debtors  for  Discount. 

Reserve  £250  for  Directors'  Fees. 

Appropriate  £2,000  to  Reserve  Account. 

The  value  of  Stock,  as  on  December  31st,  1914,  was  £11,420  8s. 

Gross  Profit,  £14,180  9s.  2d. 

Net  Profit,  £3,777  lis.  8d. 

Available  Profit,  £937  lis.  8d. 

81.  The  following  is  a  Trial  Balance  extracted  from  the  books 
of  the  Pleasant  Hotel  Co.,  Ltd.,  on  the  31st  December,  1914,  from 
which  prepare  Revenue  Account  and  Balance  Sheet.  Nominal 
Capital,  £25,000  ;  divided  into  10,000  5  per  cent.  Cumulative  Pre- 
ference Shares  of  £1  each,  10,000  Ordinary  Shares  of  £1  each, 
and  5,000  Deferred  Ordinary  Shares  of  £1  each.  Reserve  for 
Debenture  Interest,  less  tax  at  is.  2d.  in  the  £ ;  Wages  and  Salaries, 
£128.  Stock,  31st  December,  1914 :  Beer,  Wines,  Spirits,  &c, 
£2,520  ;  Provisions,  £164,  Depreciate  Furniture  and  Fittings 
5  per  cent,  for  the  year.  Prepare  Profit  and  Loss  Appropriation 
Account,  assuming  that  after  the  Ordinary  Shareholders  are 
allowed  10  per  cent,  free  of  tax,  the  Deferred  Ordinary  Share- 
holders are  to  be  paid  a  Dividend  of  10  per  cent,  free  of  tax,  and 
the  balance  carried  forward. 


Dr.  Balances 
Purchases — 

Beer,  Wines,  Spirits,  &c 

Provisions 
Wages  and  Salaries  . 
Rates,    Taxes,     Insurance 

Licences,  &c. 
Laundry- 
Coals 

Carriage  and  Porterage 
Sundry  Trade  Expenses 
Advertising 
Repairs     . 
Freehold  Land  and  Build 

ings 
Furniture  and  Fittings 
Stocks — 1st  Jan.,  1914  : 

Beer,  Wines,  Spirits,  &c 


Dr.  Balances  {continued) 
£  Stocks  (contd.) :  £ 

5,450  Provisions      .  .  .         320 

4,580      Cash  in  Hand,  ^123  12s.  nd. 
5,230       Preliminary    Expenses         .        864 

Debenture     Interest,     paid 
1,890  less  tax  to  31st  Oct.,  1 914, 

313  ^70655. 

129       Investments      .  .  .      5,069 

236      Goodwill   at   cost   to   Com- 
584  pany     ....    10,000 

471       Interim  Dividend    on   Pre- 
208  ference  Shares,  half-year 

to      30th     June,     1914, 
35,000  ^200   25.    id. 

3,671       Debtors  for  apartments  not 

yet  entered   .  .  .         152 

2,128       Additions  to  Freehold  .      2,112 
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Or.  Balances 

£ 

Cr.  Balances  (continued 

1    i 

159 

8,500  5%  Cumulative  Pre- 

Sundry Receipts 

ference  Shares 

8,500 

Discounts  received     . 

39o 

9,000  Ordinary  Shares  fully 

Transfer  Fees    . 

6 

paid      .... 

9,000 

200  4^%  1  st  Mortgage  De- 

5,000     Deferred     Ordinary 

bentures  of  ^100  each     . 

20,000 

Shares  issued  to  Vendors 

Profit   and   Loss    Account, 

as  fully  paid 

5,000 

1st  Jan.,  1914 

1,510 

Takings  —  Beer,        Wines, 

Sundry  Creditors 

4,980 

Spirits,  &c.     . 

7,862 

Reserve  Fund  . 

5,000 

Sales  of  Food    . 

6,268 

Debtors  for  apartments  not 

Apartments 

8,191 

yet  entered   . 

152 

Billiards 

212 

Parr's  Bank,  Ltd. 

2,212 

Net  Profit,  £3,173  9s. 


82.  The  following  balances  were  extracted  from  the  books  of 
the  Stambridge  Publishing  Co.,  Ltd.,  as  on  31st  December,  1914. 
The  Nominal  Capital  of  the  Company  consists  of  10,000  Ordinary 
Shares  of  £1  each,  and  4,000  6  per  cent.  Preference  Shares  of  £5 
each.  In  addition  to  the  Publishing  Department,  the  Company 
has  a  '  Supply  Department  '  for  the  sale  of  the  various  goods 
advertised  in  its  publications.  Prepare  a  Publishing  Trading  and 
Profit  and  Loss  Account,  a  Supply  Trading  and  Profit  and  Loss 
Account,  a  general  Profit  and  Loss  Account,  and  a  Balance  Sheet 
for  the  year  ended  31st  December,  1914.  The  Publishing  Stock 
on  31st  December,  1914,  was  valued  at  £700,  and  the  Supply  Stock 
at  £4,500.  Before  preparing  the  annual  accounts  it  is  necessary 
to  take  the  following  matters  into  consideration  : 

(a)  £500  provision  for  Bad  and  Doubtful  Debts  is  to  be  made, 
no  provision  having  been  made  in  the  past. 

(b)  Write  off  10  per  cent.  Depreciation  on  Furniture,  &c. 

(c)  Charge  2 J  per  cent,  on  the  net  profits  of  the  business  as 
Managing  Director's  Commission. 

(d)  Half  the  cost  of  the  designs  is  to  be  borne  by  each  depart- 
ment. 

(e)  Write  off  one-third  of  the  General  Advertising  Expenses 
and  carry  forward  the  balance. 

(/)  It  was  decided  to  pay  no  Dividend  on  the  Ordinary  Shares 
for  the  year  ended  31st  December,  1913,  but  to  pay  the  Prefer- 
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ence  Dividend,  and  to  transfer  £2,000  to  Reserve. 
transfer  has  not  been  made. 


This  latter 


Dr.  Balances 

18,000 

Dr.  Balances  (continued) 

Copyrights  Account  . 

Publishing  Dept.  (contd.)  : 

t, 

Directors'  Fees 

400 

Trade  Expenses     . 

1 10 

Calls  in  arrear  (being  10s. 

Discount  (Dr.  balance)    . 

10 

per  Share  on  20  Ordinary 

Bad  Debts     . 

20 

Shares) 

10 

Wages  and  Salaries 

500 

Cash  at  Bank    . 

1,760 

Supply  Dept.  : 

Bank  Charges  . 

10 

Purchases 

9,000 

Paper  and  Printing    . 

4,250 

Carriage 

1,200 

General  Office  Salaries 

300 

Trade  Expenses 

150 

Engraving  Blocks 

150 

Wages  and  Salaries 

1,500 

Rent,  Rates  and  Taxes 

400 

Discount    (Dr.    balance) 

30 

Stationery  (General  Office)  . 

80 

Postage  and  Telegrams  . 

90 

Literary  Contributions 

400 

Stock,  31st  Dec,  1913  : 

Insurance 

30 

Publishing  Dept.    . 

800 

Goodwill 

4,000 

Supply  Dept. 

4,000 

General     Advertising     Ex- 

penses .... 
Designs  for  Publication 

6,000 
1,000 

Cr.  Balances 

General  Expenses 

350 

Profit  and  Loss  Account  (Cr. 

Managing     Director's     and 

balance  31st  Dec,   191 3) 

4,120 

Secretary's  Salaries 

1,500 

Supply  Dept.  Sales  . 

17,000 

Dividend  paid  on  Preference 

Publishing  Sales 

5,5oo 

Shares 

1,130 

Publishing  Dept.  : 

Furniture,  Fixtures  &   Fit- 

Subscribers amounts  re- 

tings     .... 

940 

ceived 

40 

Travelling  Expenses  . 

60 

Advertisements    received 

4,100 

Sundry  Debtors 

3,220 

Reserve  Account 

3,000 

Bills  Receivable 

190 

Ordinary  Share  Capital 

4,790 

Publishing  Dept:    Carriage 

140 

Preference  Share  Capital   . 

20,000 

Postage  and  Telegrams  . 

30 

Bills  Payable    . 

2,200 

Advertising  Expenses     . 

150 

Sundry  Creditors 

1,250 

Gross  Profits— Publishing,  £3,280. 

Supply,  £5,030. 
Net  Profit,  £2,586. 


83.  From  the  following  figures  taken  from  the  books  of  the 
Camberwell  Banking  Company,  Limited,  you  are  requested  to 
draft,  as  at  31st  December,  1914,  {a)  a  Trial  Balance,  (b)  a 
Balance  Sheet,  (c)  a  Profit  and  Loss  Account. 

i 

Current  and  Deposit  Accounts         ....     7,731,450 
Acceptances  on  behalf  of  Customers         .  .  .      1,200,000 

Capital  subscribed,  50,000  Shares  of  £4.0  each,  £25  per 

Share  paid         •  1,250,000 
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Reserve  Fund  (invested  in  Consols)  .... 
Profit  and  Loss  Account,  balance  to  credit,  January  1st 

1914 

Interest  accrued  and  paid     .... 
Current  Expenses,  Salaries,  Rent,  &c.     . 
Amount  added  to  Staff  Retirement  Fund 
Premises  Account,  amount  written  off    . 
Gross  Profit  for  the  year  after  providing  for  Bad  and 

Doubtful  Debts 

Cash  in  Hand  and  at  Bank  of  England     . 

Money  at  Call  and  Short  Notice      . 

Consols  (Reserve  Fund)  .... 

Consols  and  Securities  guaranteed  by  British  Govern 

ment  ....... 

Colonial  and  Railway  Stocks 

English  Corporation  Stocks    .... 

Bills  Discounted    ...... 

Loans  and  Advances      ..... 

Bank  Premises,  Furniture,  &c. 
Freehold  and  Leasehold  Properties 

Net  Profit,  £122,250. 
Available  Profit,  £137,550. 


£ 

600,000 

15.300 
25,500 
71.250 
3,000 
22,500 

244,500 

1.584.750 

274,250 

600,000 

825,000 

637.500 
235.500 
379.500 
4,665,000 
337.500 
180,000 


84.  Black  and  White  are  equal  partners,  and  their  Balance 
Sheet  stands  as  follows  : 

Assets:  Cash,  £400;  Debtors,  £2,000;  Stock,  £1,500; 
Machinery,  £2,000. 

Liabilities :  Creditors,  £1,800 ;  Black's  Capital,  £2,900 ; 
White's  Capital,  £1,200. 

They  decide  to  dissolve  partnership,  and  the  Assets  realize 
the  following  amounts  : 

Debtors,  £1,880 ;  Stock,  £1,200 ;  Machinery,  £1,800.  They 
receive  £100  as  Discounts  from  Creditors,  and  the  expenses  of 
Realization  are  £230.  Prepare  accounts  showing  result  of 
winding  up. 

Loss  on  Realization,  £750. 

85.  J.  Dyson  and  W.  Daw  traded  in  partnership  as  Dyson  & 
Co.,  sharing  profits  and  losses  two-thirds  and  one-third  respect- 
ively, and  on  the  31st  December,  1914,  their  Balance  Sheet 
was  as  follows  : 
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Liabilities             £ 

s. 

d. 

Assets                     £ 

s. 

d. 

To  Sundry  Creditors  .   2,000 
„  Bills  Payable         .       500 

0 

0 

By  Cash  in  Hand       .         1 5 

0 

0 

0 

0 

,,  Bills  Receivable  .       250 

0 

0 

, ,  Bank  Overdraft    .    1,115 

0 

0 

,,  Sundry  Debtors, 

,,  Capital  Accounts  : 

£3,°°° 

J.  Dyson  ^2,000 

Less  Reserve 

W.  Daw      1,000 

for   Dis- 
counts and 
Bad  Debts       1 50 

3,000 

, 

2,850 

0 

0 

,,  Stock  in  Trade     .    2,500 

0 

0 

,,  Plant  and  Ma- 

chinery    .          .    1,000 

0 

0 

6,615 

0 

0 

6,615 

0 

0 

On  that  date  they  agreed  to  sell  the  business  to  a  Limited 
Company,  the  Company  to  take  over  at  the  following  valuations  : 

Sundry  Debtors,  £2,700  ;  Stock,  £2,200  ;  Plant  and  Machinery, 
£1,210  ;  the  other  Assets  and  Liabilities  at  their  book  values  ;  and 
the  Company  agreed  to  pay  £1,740  for  Goodwill.  The  Firm 
received  £3,000  of  the  Purchase  Price  in  £1  fully  paid  Ordinary 
Shares  in  the  Limited  Company  and  £1,500  in  Cash,  and  these 
Assets  were  distributed  among  the  partners  in  proportion  to  their 
Capitals. 

Show  in  the  books  of  the  partnership  : 

(a)  The  Realization  Account ; 

(b)  The  Company's  Purchase  Account ; 

(c)  The  Partners'  Capital  Accounts ; 

(d)  Cash  Account ; 

(e)  Shares  Account. 

No  other  accounts  are  required. 

Profit  on  Realization,  £1,500. 

86.  Black  and  White  have  been  in  business  together  for  three 
years  ended  December  31st,  1914,  at  which  date  they  agree  to 
dissolve  partnership.  Black  takes  over  the  business  and  agrees 
to  pay  White  £1,800  for  his  share  of  the  Goodwill. 

Black  has  drawn  out  £500  each  year  and  White  £650  each  year. 
Black's  Capital  at  the  start  was  £3,000  and  White's  £4,000. 
The  profits  of  each  year  were  £1,000,  £1,200,  and  £i,35°  respec- 
tively. There  was  no  deed  of  partnership  and  no  arrangement  ;is 
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to  Interest  on  Capital.     Draft  Capital  Accounts  (in  White's  show 

the  amount  he  will  receive  on  going  out),  Profit  and  Loss  Account 

in  Black  &  White's  books,  and  Goodwill  Account  in  Black's  books. 

White's  Capital,  £5,625. 

87.  Give  a  ruling  suitable  for  a  combined  Register  of  Members 
and  Share  Ledger. 

88.  John  Brown's  Balance  Sheet  showed  the  following  Assets 
and  Liabilities. 

Freehold  Premises,  £75,000  ;  Stock,  £50,000  ;  Sundry  Debtors, 
£35,000 ;  Patent  Rights,  £10,000 ;  Cash  at  Bank,  £3,000 ; 
Sundry  Creditors,  £22,000  ;   Bills  Payable,  £3,000. 

The  Universal  Machinery  Company  was  formed  to  purchase 
the  business  for  the  sum  of  £170,000,  payable  as  to  £50,000  in 
Ordinary  Shares,  £50,000  in  Preference  Shares,  £50,000  in  4  per 
cent.  Debentures,  and  the  balance  in  Cash,  the  Company  agreeing 
to  take  over  the  Liabilities  and  Assets  of  J.  Brown  with  the 
exception  of  the  Bank  Balance. 

The  Registered  Capital  of  the  Company  was  £200,000,  divided 
into  100,000  Ordinary  Shares  of  £1  each  and  100,000  Preference 
Shares  of  £1  each.  The  balances  of  these  Shares  were  issued  for 
subscription  by  the  public,  payable  5s.  per  Share  upon  applica- 
tion, 5s.  per  Share  upon  allotment,  and  105.  per  Share  one  month 
after  allotment. 

The  Ordinary  Shares  were  over-subscribed  by  2,000  Shares,  the 
Preference  Shares  were  fully  subscribed,  and,  including  the  Vendors', 
both  classes  of  Shares  and  the  Debentures,  were  duly  allotted 
on  February  1st,  1914.  By  May  31st  all  Cash  had  been  received, 
except  the  amounts  due  on  Allotment  and  Call  Accounts  with 
respect  to  100  Ordinary  Shares  and  80  Preference  Shares.  The 
Directors  had  paid  the  Vendor  the  Cash  due  to  him  ;  also  £2,500 
on  account  of  Preliminary  Expenses,  and  declared  forfeited 
the  Shares  upon  which  Allotment  and  Call  Money  were  in  arrear. 

Give  the  Journal  and  Cash  Book  entries  which  should  appear  for 
the  above  transactions  and  the  Ledger  Account  for  Forfeited  Shares. 
Cash  Balance,  £77,365. 
Forfeited ^Shares  Account  Balance,  £45. 
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89.  The  London  Bread  Company  was  formed  with  a  Capital 
of  £20,000,  divided  into  10,000  Ordinary  Shares  of  £1  each,  and 
10,000  Preference  Shares  of  £1  each.  A  business  was  purchased 
as  a  going  concern,  and  all  the  Ordinary  Shares  were  allotted  to 
the  Vendor  in  part  payment.  The  Preference  Shares  were 
issued  to  the  public  on  January  1st,  1914,  payable  5s.  per  share- 
upon  application,  5s.  per  Share  upon  allotment  one  month  later, 
and  10s.  per  Share  on  March  1st.  The  whole  issue  was  duly 
subscribed  and  paid  for.  You  are  requested  to  draft  Journal 
entries  recording  the  above  transactions,  including  Cash. 


90.  A  Company  issues  £10,000  Debenture  Stock  at  95  per 
cent,  and  pays  1  per  cent,  for  underwriting  it. 

Record  the  transactions  in  the  Company's  books  by  Journal 
entry. 

91.  On  20th  January,  1914,  the  Eastwood  Timber  Co.,  Ltd., 
allotted  500  Ordinary  Shares  of  £1  each,  numbered  18,500  to 
18,999,  to  Emest  Willington,  33,  Rayleigh  Street,  E.C.,  and  on 
the  same  day  they  sent  him  a  letter  of  regret  with  reference  to 
the  further  500  Snares  for  which  he  had  applied. 

E.  Willington  paid  for  the  Shares  allotted  to  him  as  follows  : 
10th  January,  1914,  5s.  per  Share  on  application  ;  20th  January, 
55.  per  Share  on  allotment ;  and  10s.  per  Share  (final  call)  on 
20th  February. 

On  28th  February,  1914,  E.  Willington  purchased  a  further  500 
Shares,  Nos.  1  to  500,  on  the  Stock  Exchange,  for  which  he  paid 
21s.  per  Share.  The  transfer  from  R.  Gee,  14,  High  Street, 
Burnham,  was  lodged  and  approved  on  6th  March,  1914. 

On  31st  March,  1914,  E.  Willington  sold  100  Shares,  Nos.  1  to 
100,  to  Peter  Robinson,  14,  Dowgate,  Southminster,  at  25s. 
per  Share,  the  transfer  being  lodged  on  1st  April ;  approved 
3rd  April. 

Show  the  above  transactions  as  they. would  appear  in  the 
statistical  books  of  the  Eastwood  Timber  Co.,  Ltd.  Ignore  all 
questions  of  brokerage,  stamps,  and  transfer  fees. 
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92.  The  Nominal  Capital  of  the  Richmond  Co.,  Ltd.,  consists 
of  100,000  Shares  of  £1  each.  The  whole  of  these  Shares  were 
issued  in  1913,  and  were  fully  called  up  in  four  equal  instalments 
of  5s.  each. 

On  February  12th,  1914,  after  due  notice,  the  Directors  passed 
a  resolution  forfeiting  the  1,000  Shares  held  by  Mr.  W.  A.  Richard- 
son, the  final  instalment  due  upon  his  holding  not  having  been 
paid. 

On  May  1st,  1914,  the  1,000  Shares  referred  to  above  were 
issued,  as  fully  paid,  to  Captain  Hay  ward,  who  paid  £500  for 
them. 

Give  the  entries  necessary  to  record  these  transactions  in  the 
Company's  books. 

93.  On  February  14  I  dispatched  goods  valued  at  £219  10s. 
to  A.  Train  &  Sons,  Calcutta,  to  be  sold  by  them  on  Commission. 

£  s.    d. 
Freight  cost  me       .  .  .  .  .  .  .     4  13   10 

Dock  Dues      .  .  .  .  .  .  .  .      1    19     3 

Insurance        .  .  .  .  .  .  .  .2150 

Cartage  .  .  .  .  .  .  .  .  15     6 

On  June  23rd  I  received  from  Messrs.  Train  &  Sons  Account 
Sales  with  cheque  for  £240  13s.  4^.,  the  balance  due  to  me 
after  deducting  their  Expenses  and  Commission.  Make  the 
Journal  entries  necessary  to  record  these  transactions  and  to 
show  the  resulting  profit  or  loss. 

Net  Profit,  £10  19s.  9d. 

94.  Eighty  tons  of  Iron  Rails,  at  a  cost  price  of  £10  10s.  per 
ton,  were  consigned  on  the  10th  February,  1914,  by  Messrs. 
Groom  Bros.,  Ltd.,  of  Birmingham,  per  the  White  Steam  Naviga- 
tion Co.,  to  the  General  Exploration  Supply,  Ltd.,  of  Rio  de 
Janeiro.  Freight  and  Insurance,  amounting  to  £yo,  was  paid  by 
the  Consignors.  The  Consignees  paid  the  Landing  Charges, 
amounting  to  £15,  and  charged  £13  for  Rent  and  3  per  cent. 
Commission  on  Sales.  On  the  25th  April  the  Consignees  for- 
warded a  Draft  for  £620  on  account  of  the  consignment,  and 
on  the  30th  June  forwarded  Account  Sales  showing  the  gross 
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proceeds  to  be  £1,360,  and  enclosing  a  Bankers'  Draft  for  the 
balance. 

Make  the  entries  in  the  books  of  the  Consignor  and  Consignee 
respectively. 

Profit  on  Consignment,  £381  4s. 

95.  Messrs.  Hodts  &  Bishop,  Ironfounders,  Walsall,  consigned, 
on  the  7th  February,  1914,  to  Messrs.  H.  Finch  &  Son  of  St. 
Malo,  per  the  s.s.  Swallow,  75  tons  of  steel  at  £15  per  ton,  paying 
for  Freight  14s.  6d.  per  ton  and  Insurance  Premium  to  the  amount 
of  £9.  Messrs.  Finch  &  Son  paid  Landing  Fees  £3  10s. ,  Warehouse 
Rent  £10,  and  according  to  the  Account  Sales,  which  was  received 
on  the  9th  July,  the  steel  was  sold  as  follows  : 

per  ton. 


1 8th  March 

30 

tons 

@£i9 

1st  April, 

25 

,, 

@£*& 

IOS. 

23rd  April, 

15 

,, 

@^i8 

17s. 

6d 

1 8th  June, 

5 

,, 

@£*9 

I05. 

6d. 

Draw  the  Account  Sales  and  make  the  necessary  entries  in 
the  books  of  the  Consignor,  crediting  Messrs.  Finch  &  Son  with 
Commission  at  5  per  cent.,  and  with  the  payment  of  the  balance 
due  from  them  by  means  of  a  Sight  Draft  accompanying  the 
Account  Sales. 

Profit  on  Consignment,  £140  14s.  3d. 

96.  The  undermentioned  transactions  took  place  between 
Robertson  &  Co.,  of  London,  and  Trumper  &  Co.,  of  Melbourne  : 

1 91 3.  Dec.  31.     Balance    owing   by    Trumper    &    Co.    to      £ 

Robertson  &  Co.  at  this  date  .  .      500 

1 914.  Jan.     7.     Robertson's   shipped   goods  to  Trumper 

&  Co.  ......     300 

April  1  o .     Bank  Draft  received  this  day  by  Robertson 

&  Co.  from  Trumper  &  Co.  .  .  .     600 

15.     Robertson's  paid  on  behalf  of  Trumper  & 
Co.: 

Charges  Orient  Mail  S.S.  Co.     .  .        50 

London  Packing  Co.,  Ltd.         .  .100 

Prepare  Account  Current,  bearing  Interest  at  5  per  cent.,  to  be 
rendered  by  Robertson  &  Co.  to  Trumper  &  Co.,  as  on  30th  April, 
1914. 

Balance,  £361  10s.  6d. 
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97.  In  the  following  account : 

John  Jones  in  Account  with  William  Smith. 

1914  £      s.  d. 

Feb.  22.     To  Welsh  Coal  supplied,  by  J.  Jones's  order, 

to  S.  McNeil,  at  Glasgow      .  .  .     256     5   10 

Who  owes  the  £256  5s.  10^.,  and  to  whom  is  it  owing  ? 

98.  A  merchant  sells  goods  as  follows  : 


Payment  to  be  made 
by  Bill  for  6  months 
from  date  of  invoice. 


£ 

914.  November  10th  . 

250 

26th  . 

100 

December   6th 

.   300 

17th  . 

.   50 

700 


From  what  date  can  he  draw  a  Bill  of  Exchange  on  his  customer 
for  the  total  amount,  which  will  be  equivalent  to  drawing  separate 
Bills  from  each  of  the  dates  given  for  the  respective  amounts  ? 
November  26th. 


99.  John  Brown  and  Henry  White  purchase  £600  worth  of 
Goods  on  Joint  Account,  each  paying  £300.  In  addition  Brown 
pays  £20  Charges,  and  is  to  be  allowed  £10  Commission  for  manag- 
ing the  business.  He  sells  the  Goods  for  £700  Cash,  and  they 
share  the  net  profit  equally.  Brown  gives  White  a  cheque  for 
the  total  amount  due  to  him.  Make  out  a  Joint  Account  and 
an  account  for  Henry  White  as  in  John  Brown's  Ledger. 
Amount  due  to  White,  £335. 


100.  The  figures  given  below  relate  to  the  Cornwall  Colliery  Co. 
for  the  year  ending  31st  December,  1914.  Prepare  Capital  Ac- 
count and  General  Balance  Sheet  on  the  Double  Account  System, 
and  then  exhibit  the  same  figures  in  a  Balance  Sheet  on  the 
Single  Account  System.     Nominal  Capital,  £250,000. 
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1 10,000    Ordinary   Shares 

i 

Office  Buildings 

i 

3,000 

of  £1  each  fully  paid 

110,000 

Workmen's  Cottages 

9,000 

60,000  6%  Pref.  Shares  oi 

Depreciation  Fund  . 

20,000 

£1  each  fully  paid 

60,000 

Reserve  Fund 

15,000 

Debentures  5% 

30,000 

Balance  to  credit  of  Profit 

Bills  Payable  . 

6,000 

and  Loss  Account 

25,000 

Sundry  Creditors 

9,000 

Stock  on  Hand 

12,000^ 

Land  acquired 

8,500 

Investments    . 

17,000 

Shaft  Sinking,  &c.   . 

1 1 1 ,000 

Sundry  Debtors 

35.ooo 

Plant  and  Machinery 

35.ooo 

Cash  in  hand  and  at  Bank 

30,000 

Wagons 

13.500 

Short    Workings    Account 

1,000 

The  above  figures  include  an  issue  of  10,000  Preference  Shares 
during  the  year  1914,  and  the  following  amounts  were  also  spent 
during  the  same  period  : 

Shaft  Sinking,  £6,000  ;  Machinery,  £5,000  ;  Wagons,  £3,000  ; 
Workmen's  Cottages  £1,000. 

Double  AccouHt  System: 

Credit  Balance  on  Capital  Account,  £20,000. 
Single  Account  System: 
Capital,  £170,000. 


APPENDIX   B 

GLOSSARY  OF  TERMS 

A  1  at  Lloyd's.     A  mark  denoting  a  ship  of  the  highest  class. 

Account  Stated.  An  Account,  the  balance  of  which  has  been 
agreed  upon  by  the  parties  to  it. 

Accountant.  A  person  whose  profession  it  is  to  advise  as  to  the 
keeping  or  auditing  of  accounts. 

Administrator.  A  person  appointed  by  the  Court  to  administer 
the  estate  of  a  deceased  person. 

Ad  Valorem.  According  to  the  value.  For  an  illustration  see 
Stamp  duties  on  Bills  of  Exchange  and  Promissory  Notes, 
p.  ioo. 

Advice  Note.  A  formal  document  containing  information  re- 
garding a  certain  transaction  in  which  the  recipient  is 
interested.  Used  to  notify  the  dispatch  or  arrival  of 
goods. 

Affidavit.  A  statement  in  writing  and  on  oath,  sworn  before 
a  person  having  authority  to  administer  oaths. 

Agent.  A  person  having  express  or  implied  authority  to  repre- 
sent, or  act  on  behalf  of,  another  person,  who  is  called  the 
principal,  for  the  object  of  bringing  the  principal  into  legal 
relations  with  third  parties. 

Annuity.  A  payment  made  annually.  An  Annuity  for  a 
fixed  term  is  presumed  to  exhaust  a  known  sum  of  capital, 
together  with  interest  on  the  outstanding  capital  from 
time  to  time  at  a  given  rate,  at  the  expiration  of  a  given 
period. 

Arbitration.  The  method  adopted  for  the  settlement  of  dis- 
putes by  reference  to  an  independent  person  for  decision, 
instead  of  to  a  Court  of  Law.  The  decision  of  the  Arbitrator 
is  known  as  the  '  Award.' 
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All  the  property  belonging  to  or  in  the  possession  of 
a  merchant  or  trading  association. 

Assignment.  A  transfer  of  rights  or  of  property  by  one  person 
to  another.  Also  used  to  denote  the  instrument  by  means 
of  which  the  transfer  is  made. 

Audit.  Such  an  examination  of  the  books,  accounts,  and 
vouchers  of  a  business  as  shall  enable  the  Auditor  to  satisfy 
himself  whether  or  not  the  Balance  Sheet  is  properly  drawn 
up,  so  as  to  exhibit  a  true  and  correct  view  of  the  state 
of  the  affairs  of  the  business,  according  to  the  best  of  his 
information  and  the  explanations  given  to  him  and  as 
shown  by  the  books  ;  and  if  not,  in  what  respects  it  is 
untrue  or  incorrect. 

Authorized  Securities.  Securities  in  which  a  Trustee  is  authorized 
to  invest  the  funds  of  a  Trust,  either  by  authority  of  the 
Trust  instrument,  the  Trustee  Act,  1893,  or  the  Colonial 
Stock  Act,  1900. 

Bank  Rate.  The  rate  per  cent,  which  the  Bank  of  England 
charges  for  discounting  approved  Bills  of  Exchange.  The 
rate  is  fixed  weekly,  and  varies  with  the  state  of  the  Money 
Market. 

Bankruptcy.  The  condition  of  an  individual  who  has  been 
adjudicated  bankrupt  by  the  Courts,  owing  primarily  to 
his  inability  to  meet  the  liabilities  which  he  has  con- 
tracted. 

Barrister.  A  person  who  has  been  called  to  the  Bar  by  the 
Benchers  of  the  Inns  of  Court.  Only  persons  admitted 
to  the  status  of  Barrister  are  allowed  to  plead  in  the  Supreme 
Court. 

Barter.  The  exchange  of  commodities  one  for  another  without 
using  money  or  any  other  medium  of  exchange. 

Bear.  One  who  sells  that  which  he  does  not  possess  in  the 
hope  of  buying  at  a  lower  price  before  it  becomes  necessary 
to  deliver.     He  sells  for  a  fall  in  price. 

Bill  of  Lading.  A  contract  of  affreightment,  in  the  form  of  a 
receipt  for  the  goods,  signed  by  the  captain  of  the  ship  in 
which  they  are  carried.     It  acts  as  an  agreement  for  the 


GLOSSARY   OF  TERMS  335 

conditions  of  carriage,  specifying  the  ship's  name,  the  name 

of  the  shipper,  the  distinctive  numbers  or  marks  of  the 

goods,  their  weight,  the  name  of  the  person  to  whom  they 

are  to  be  delivered,  and  the  freight  to  be  charged. 

Bill  of  Sale.     Is  a  document  whereby  the  property  in  chattels 

is  transferred  to  a  Grantee,  either  absolutely  or  conditionally 

by  way  of  Mortgage,  possession  of  the  property  comprised 

in  the  Bill  of  Sale  remaining  in  the  Grantor.     A  Bill  of 

Sale  must  be  registered  within  seven  days  of  execution,  and 

re-registered  every  five  years. 

Bimetallism.     A  system  of  currency  based  on  a  double  standard 

of  coinage  as  distinct  from  monometallism,  which  is  founded 

on  a  single  standard.     In  England  the  system  of  coinage 

is  monometallic,  gold  being  the  standard  employed. 

Blockade.  An  operation  of  war  by  which  one  of  the  belligerents 

is  able  to  apply  his  forces  in  such  a  manner  as  to  render  it 

dangerous  to  attempt  to  enter  or  leave  the  place  blockaded. 

Book  Debts.      The  Personal  Accounts  owing  to  a  trader  which 

appear  in  his  books  as  unpaid  at  a  given  date. 
Bottomry   Bond.     A  Bond  pledging  the  bottom  of  a  ship  as 
security  for  money  advanced,  to  enable  the  voyage  to  be 
carried  on.     The  last  of  a  series  of  Bottomry  Bonds  ranks 
first  for  payment  upon  the  ship  arriving  at  her  destination. 
Bought  Note.      The  Contract  Note  sent  by  a  Broker  to  his 
client  giving  particulars  of  a  purchase  made  on  the  client's 
behalf.     It  specifies  the  quantity,  price,  and  terms  of  pay- 
ment and  delivery. 
Broker.     An  Agent  employed  to  make  bargains  and  contracts 
of  a  mercantile  character  between  other  parties  for  a  com- 
mission, commonly  called  '  brokerage.' 
Bull.     One  who  buys  without  intending  to  take  delivery,  in 
the  expectation  of  selling  at  a  higher  price  before  payment 
is  due.     He  buys  for  a  rise  in  price. 
G.I.F.     Cost,  Insurance,  and  Freight  included  in  the  price. 
C.O.D.     Cash  on  Delivery. 
Caveat  Emptor.    Let  the  Buyer  take  care. 
Certificate  Of  Origin.     A  declaration  made  by  an  exporter  and 
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attached  to  the  Invoice,  showing  the  country  of  growth  or 
manufacture  of  the  goods  therein  referred  to. 

Cestui  Qui  Trust.  The  person  who  has  an  equitable  or  beneficial 
interest  or  ownership  of  property,  the  legal  estate  whereof 
is  in  the  Trustee. 

Charging  Order.  An  order  obtained  by  a  judgment  creditor, 
charging  the  property  of  the  judgment  debtor  in  the  stock 
of  any  Public  Company  in  England  with  payment  of  the 
judgment  and  interest. 

Charter  Party.  An  agreement  by  which  the  owner  of  a  vessel 
agrees  to  hire  the  whole  or  part  of  a  ship  to  the  Charterer 
for  a  fixed  time  or  for  a  definite  voyage  or  voyages. 

Chattels  Personal.    Movable  property  or  personalty. 

Chattels  Real.  Interests  in  land  less  than  freehold  which 
devolve  as  personalty,  e.g.  leaseholds. 

Chose  in  Action.  A  thing  not  in  actual  possession,  but  which 
the  owner  has  the  right  to  recover  by  action  if  it  is  withheld. 

Chose  in  Possession.  A  thing  of  which  the  owner  is  in  actual 
enjoyment. 

Codicil.  An  instrument  made  by  the  Testator  subsequently 
to  the  Will,  annexed  to  and  to  be  taken  as  part  of  it,  being 
for  its  extension  or  alteration,  or  to  make  some  addition 
to  or  some  subtraction  from  the  former  disposition  of  the 
Testator. 

Commission.  The  remuneration  paid  to  an  agent  for  transacting 
business  on  behalf  of  his  principal.  Usually  fixed  at  a 
given  rate  per  cent. 

Consideration.  Some  right,  interest,  profit,  or  benefit  accruing 
to  one  party  to  a  contract,  or  some  forbearance,  detriment, 
loss,  or  responsibility  given,  suffered,  or  undertaken  by  the 
other  party.  Consideration  is  necessary  for  the  support 
of  every  contract  not  made  under  seal. 

Consols.  That  part  of  the  National  Debt  which  is  secured  upon 
the  Consolidated  Fund  of  the  United  Kingdom ;  now 
bearing  interest  at  2 J  per  cent,  per  annum,  payable  quarterly 
on  the  5th  January,  5th  April,  5th  July,  and  5th  October 
in  each  year. 
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Contraband.  A  prohibited  trade.  Contraband  of  war  is 
munitions  of  war  and  other  such  goods  as  could  be  used  by  one 
of  the  belligerents  against  the  other,  carried  in  a  neutral  ship. 

Contract.  Is  an  agreement  between  two  or  more  persons  which 
may  be  legally  enforced  if  the  law  is  properly  invoked. 

Copyhold.  The  tenure  of  land  forming  part  of  a  Manor,  at  the 
will  of  the  Lord  of  the  Manor,  evidenced  by  a  copy  of  the 
Court  Roll. 

Copyright.  A  property  consisting  of  the  sole  and  exclusive 
liberty  of  printing  or  otherwise  multiplying  copies  of  an 
original  work  of  a  literary  or  artistic  character  for  publica- 
tion or  sale.  The  term  of  Copyright  lasts  generally  for  the 
life  of  the  author  and  a  period  of  fifty  years  after  his  death. 

Coupon.  A  Warrant  for  payment  of  interest  attached  to  a  Bond 
or  to  a  Bearer  Debenture,  which  may  be  cut  off  when  the 
interest  becomes  due,  and  presented  for  payment. 

Covenant.  A  clause  of  a  Deed  whereby  one  of  the  parties  binds 
himself  to  do  or  to  refrain  from  doing  some  act. 

Cum.  Div.  The  term  used  to  imply  that  the  value  or  price  of 
a  particular  security  includes  the  next  dividend  payable 
on  the  security. 

Debit  Note.  A  document  sent  by  a  purchaser  to  correct  the 
seller's  Invoice  where  there  has  been  an  overcharge,  or  the 
goods  are  in  some  respects  not  satisfactory.  If  agreed 
by  the  seller  he  will  send  to  the  purchaser  a  Credit  Note 
for  a  similar  amount. 

Deed.  An  instrument  in  writing,  signed,  sealed,  and  delivered 
by  the  maker.  If  it  is  an  Indenture  it  is  a  contract  under 
seal  between  two  or  more  parties  ;  if  it  is  a  Deed  Poll  it 
is  executed  by  one  party  only.  A  Deed  requires  no  con- 
sideration to  support  it. 

Deed  of  Arrangement.  A  Deed  embodying  an  agreement 
between  a  debtor  and  his  creditors,  the  most  usual  form 
being  the  assignment  to  a  Trustee  of  some  or  all  of  the 
debtor's  property  for  the  benefit  of  the  creditors  in  discharge 
of  debts  due  to  them. 

Del  Credere  Agent.     An  agent  who  for  an  increased  remunera- 

22 
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tion  indemnifies  his  principal  against   loss  in   respect   of 
transactions  entered  into  by  him. 

Delivery  Note.  An  Advice  accompanying  goods  delivered  to 
an  office,  warehouse,  or  dock,  giving  brief  particulars  of  the 
quantity,  description,  contents,  and  shipping  marks  of' 
the  packages. 

Delivery  Order.  An  order  signed  by  the  owner  of  goods  in- 
structing the  Dock  Authorities  to  deliver  goods  specified 
in  a  Dock  Warrant  to  the  bearer  of  the  order.  It  passes 
the  title  to  the  goods  by  endorsement  and  delivery. 

Demurrage.  The  charge  made  for  detaining  a  ship  or  failing 
to  ship  the  cargo  within  the  specified  Lay  Days ;  Lay  Days 
being  the  certain  agreed  number  of  days  which  are  allowed 
for  the  shipping  of  cargo.  The  term  is  also  applied  to 
the  charge  for  detention  of  railway  trucks. 

Deposit  Receipt.  A  receipt  given  for  money  deposited  at  interest 
with  a  Bank  subject  to  a  stipulated  notice  being  given  of 
withdrawal. 

Devastavit.  The  wasting  of  the  assets  by  an  Executor  or 
Administrator. 

Devise.  A  gift  of  Real  Property  under  a  Will.  A  person  nomi- 
nated to  receive  the  property  is  termed  the  '  Devisee.' 

Distress.  The  power  to  enforce  payment  of  a  debt  due  by  the 
seizure  of  goods  of  the  debtor  under  common  law.  The 
principal  case  in  which  distraint  is  levied  is  by  a  landlord 
for  non-payment  of  rent. 

Dividend.  The  sum  distributable  to  the  Shareholders  of  a 
Company,  or  to  Creditors  in  a  Liquidation  or  Bankruptcy. 

Dividend  Warrant.  An  order  authorizing  the  payment  of  a 
dividend  on  shares  held. 

Dock  Warrant.  A  document  representing  goods  warehoused 
at  the  docks,  given  to  the  owner  as  a  recognition  of  his  title 
to  the  goods.  It  passes  the  title  to  the  goods  by  endorse- 
ment and  delivery. 

Draft  or  Waste.  A  reduction  made  from  the  gross  weight  of 
goods  in  consideration  of  dampness  or  on  account  of  their 
being  mixed  with  dust  or  other  extraneous  substance. 
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Drawn  Bonds.  Bonds  which  have  been  drawn  by  lot  at  one 
of  the  periodical  drawings  for  payment  on  a  certain  date, 
after  which  date  they  cease  to  bear  interest  i 

E.  &  0.  E.     Errors  and  Omission  Excepted. 

Easement.  A  right  enjoyed  by  one  person  over  the  property 
of  another,  e.g.  a  right  of  way. 

Embargo.  An  order  of  the  Crown  prohibiting  ships  from  leaving 
a  port. 

Entail.  A  restraint  placed  upon  the  tenure  of  land  so  that  it 
consists  of  a  succession  of  life  estates. 

Equitable  Execution.  The  attachment  of  the  equitable  interest 
of  a  judgment  debtor  in  favour  of  a  judgment  creditor,  when 
such  judgment  cannot  be  enforced  in  the  ordinary  way. 

Equity  of  Redemption.  The  right  of  a  Mortgagor  to  redeem 
mortgaged  property  on  the  payment  of  principal  money 
and  interest  and  costs. 

Exchequer  Bills.  Bills  issued  by  the  Treasury  to  raise  moneys 
for  the  temporary  purposes  of  the  Exchequer.  They  are 
Bearer  documents  with  interest  coupons  for  five  years 
attached,  although  the  rate  of  interest  is  not  stated,  as  it 
is  only  fixed  for  one  year  from  the  date  of  issue,  at  the 
expiration  of  which  repayment  of  the  principal  can  be 
demanded  or  the  Bills  may  be  renewed. 

Exchequer  Bonds.  Bonds  issued  by  the  Treasury  to  raise 
money  for  a  fixed  period  not  exceeding  six  years.  The  rate 
of  interest  is  determined  at  the  date  of  issue  for  the  whole 
period,  and  the  amount  payable  is  printed  on  each  coupon. 
The  Bonds  are  either  to  bearer,  or  they  may  be  registered 
at  the  Bank  of  England,  in  which  case  a  certificate  of  re- 
gistration will  be  issued  in  lieu  of  bonds. 

Ex  Div.  The  term  used  to  imply  that  the  value  or  price  of  a 
particular  security  does  not  include  the  next  dividend 
payable  on  the  security. 

Execution.  The  final  process  of  an  action  whereby  the  judgment 
is  enforced. 

Executor.  One  appointed  by  Will  to  administer  the  estate 
of  a  Testator. 
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Factor.     A  mercantile  agent  whose  ordinary  course  of  business 

is  to  sell  or  dispose  of  goods  with  the  possession  or  control 

of  which  he  is  entrusted  by  his  principal. 
F.A.S.     Free  Alongside  Ship,  meaning  that  the  seller  pays  all 

charges  in  repect  of  the  goods  until  they  reach  the  side  of 

the  ship,  after  which  charges  are  to  be  paid  by  the  buyer. 
Floaters.     Bearer  certificates  in  Consols  and  other  Government 

securities,  the  title  of  which  passes  by  delivery  only. 
Flotsam.     Goods  lost  by  shipwreck,  floating  upon  the  water ; 

if  not  claimed  within  a  year  and  a  day  they  belong  to  the 

Crown. 
F.O.B.     Free  On  Board.     Goods  f.o.b.  are  not  at  the  buyer's 

risk  until  they  are  put  on  board  the  ship. 
F.O.R.     Free  on  Rail. 
Freehold.     Freehold  tenure  consists  of  Fee  Simple,  Fee  Tail,  or 

Life  Estate. 

(i)  Fee  Simple  is  a  Freehold  Estate  limited  to  a  man  or 
his  heirs,  and  is  the  largest  possible  ownership  in  land, 
being  subject  only  to  the  fictitious  lordship  of  the  King. 

(2)  Fee  Tail  is  a  Freehold  Estate  limited  to  a  man  and  the 

heirs  of  his  body. 

(3)  A  Life  Estate  may  be  either  for  the  life  of  the  tenant 

or  of  some  other  person. 

Freight.  The  consideration  or  reward  for  the  carriage  of  goods 
by  sea. 

Garnishee  Order.  An.  order  of  the  Court  to  a  person  who  is 
indebted  to  a  judgment  debtor,  warning  that  person  not  to 
pay  the  debt  to  his  creditor  (the  judgment  debtor),  but 
to  the  judgment  creditor  in  whose  favour  the  order  is  made. 

Gazette.  An  official  publication  of  the  Government,  containing 
Crown,  Government,  and  other  public  notices.  Separate 
Gazettes  are  issued.  For  England  the  official  publication 
is  the  London  Gazette  ;  for  Scotland  the  Edinburgh  Gazette  ; 
and  for  Ireland  the  Dublin  Gazette. 

Gilt-edged  Securities.  Securities  of  the  first  class,  which  are 
presumed  to  be  the  safest  possible  form  of  investment ;  e.g 
Government  Stocks,  Trustee  Securities,  &c. 
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Guarantee.  A  collateral  engagement  to  be  answerable  for  the 
debt,  default,  or  miscarriage  of  another.  It  requires  three 
parties  :  The  Guarantor  or  Surety  by  whom  it  is  given,  the 
Creditor  or  Guarantee  to  whom  it  is  given,  and  the  Debtor 
or  Principal  in  respect  of  whom  it  is  given.  Under  §  4  of 
the  Statute  of  Frauds,  Guarantees  are  required  to  be 
evidenced  in  writing. 

Guaranteed  Stock.  Stock,  the  interest  upon  which  is  guaranteed 
by  the  Government  or  some  authority  other  than  that  by 
which  the  Stock  is  issued. 

Hypothecation.  A  pledge  of  goods  as  security  for  money  ad- 
vanced, the  property  remaining  in  the  hands  of  the  borrower. 

Indemnity.  An  undertaking  to  compensate  another  for  trouble, 
expense,  or  loss  incurred.  There  are  only  two  parties  to  a 
Contract  of  Indemnity,  which  need  not  necessarily  be 
evidenced  in  writing. 

Indent.  An  order  for  goods  sent  from  distant  countries.  The 
term  is  now  generally  applied  to  cases  where  a  merchant 
buys  goods  of  a  particular  kind,  on  behalf  of  a  customer, 
at  the  customer's  request. 

Inscribed  Stock.  Stock  in  respect  of  which  the  holdings  of  the 
various  Stockholders  are  recorded  at  the  Bank  of  Inscription, 
no  certificate  of  title  being  issued  to  the  Stockholder.  In 
order  to  transfer  the  Stock  it  is  necessary  to  attend  at  the 
Bank  of  Inscription  or  to  give  a  Power  of  Attorney  to  some 
other  person  to  do  so.  Examples  of  Inscribed  Stock  are 
Consols,  India  3  per  cent.,  &c. 

Insolvency.  The  state  of  being  unable  to  pay  one's  debts  as 
they  become  due  from  one's  own  money. 

Interest.  The  annual  profit  on  a  loan  of  money.  Generally 
calculated  at  a  given  rate  per  cent. 

Interim  Dividend.  A  dividend  declared  during  a  period  before 
final  accounts  are  actually  prepared  for  that  period. 
Directors  may  declare  Interim  Dividends  if  the  Articles  of 
Association  permit. 

Intestate.     A  person  who  has  died  without  making  a  Will. 

Insurance.     A  contract  having  for  its  object  the  indemnification 
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against  loss,  or  the  payment  of  a  lump  sum  upon  the  hap- 
pening of  a  certain  event.  The  principal  forms  of  in- 
surance are  Life,  Fire,  and  Marine. 

Jetsam.  Goods  thrown  overboard  to  lighten  the  ship,  or  jetti- 
soned, which  sink  but  are  not  buoyed. 

Lay  Days.  The  number  of  days  allowed  for  loading  or  unloading 
a  ship  as  fixed  in  the  charter-party,  and  commencing  to  run 
as  soon  as  the  charterer  has  notice  that  the  ship  is  ready 
to  load  or  unload. 

Leasehold.  Leasehold  tenure  consists  of  an  interest  in  land 
less  than  Freehold,  and  is  generally  for  a  term  of  years,  though 
it  may  be  for  life  or  at  will,  for  a  rent  reserved.  The  tenancy 
created  involves  both  privity  of  contract  and  privity  of 
estate. 

Legacy.  A  gift  of  personal  property  by  Will.  The  person 
nominated  to  receive  the  gift  is  termed  the  Legatee. 

Legal  Personal  Representative.  That  person,  whether  Executor 
or  Administrator,  who  is  by  Will  or  by  the  Court  charged 
with  the  administration  of  the  estate  of  a  deceased  person, 
and  in  whom  the  estate  is  vested  for  the  purpose  of  distri- 
bution. 

Legal  Tender.  Consists  of  an  offer  of  payment  in  accordance 
with  the  provisions  of  the  Coinage  Act,  1870,  i.e.  gold  coins 
issued  by  the  Mint  to  any  amount ;  silver  coins  not  ex- 
ceeding £2  ;  bronze  not  exceeding  is.  ;  Bank  of  England 
notes  to  any  amount  for  a  debt  exceeding  £5  (except  at  the 
Bank  of  England  or  in  Scotland  or  Ireland). 

The  tender,  to  be  good,  must  be  made  unconditionally, 
and  the  exact  amount  must  be  actually  produced  when  it 
is  made. 

Letter  of  Credit.  A  letter  given  by  a  banker  or  merchant 
addressed  to  his  agent  in  another  place,  requesting  the  agent 
to  advance  to  the  bearer  a  sum  of  money  as  stated  in  the 
letter,  the  sum  or  sums  advanced  being  charged  to  the  person 
by  whom  or  on  whose  behalf  the  letter  is  issued. 

Letter  of  Hypothecation.  A  letter,  giving  to  the  holder  of  a 
Documentary  Bill  of  Exchange  a  lien  on  the  goods  against 
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which  such  Bill  is  drawn.  In  case  of  non-payment  of  the 
Bill,  the  goods  may  be  sold  and  the  proceeds  applied  in 
payment  of  the  Bill  and  charges. 

Letter  of  Regret.  A  letter  sent  by  a  Company  to  those  persons 
who  have  applied  for  shares  but  received  no  allotment, 
informing  them  of  the  latter  fact. 

Letter  of  Renunciation.  A  letter  given  by  a  Shareholder  to  a 
Company  renouncing  the  right  to  participate  in  a  new 
issue  of  shares. 

Letters  of  Administration.  The  term  applied  to  the  document 
given  by  the  Court  to  a  person  authorizing  him  to  administer 
the  estate  of  an  Intestate.  Administration  is  sometimes 
necessary  where  a  Will  exists,  the  grant  being  then  de- 
signated Cum  testamento  annexo. 

Liabilities.     The  sum  of  debts  owing  by  a  person. 

Lien.  A  Possessory  Lien  is  the  right  of  a  person  in  possession 
of  goods  which  belong  to  another,  to  retain  such  goods  until 
his  pecuniary  demands  against  that  other  are  satisfied. 

A  General  Lien  attaches  to  goods  in  respect  of  any  sum 
which  may  be  owing,  but  a  Particular  Lien  attaches  only 
in  respect  of  money  due  in  respect  of  the  particular  goods 
concerned. 

An  Equitable  Lien  is  the  right  to  have  certain  property 
applied  in  a  particular  manner. 

A  Maritime  Lien  is  the  right  to  have  certain  property 
connected  with  the  liability  arising  out  of  a  marine  adven- 
ture applied  in  satisfaction  of  the  sum  due  to  the  person 
having  such  Lien. 

Life  Tenant.  One  who  takes  a  life  interest  in  real  estate  or 
personal  property.  The  expression  properly  applies  only 
to  an  interest  in  land,  but  is  frequently  used  with  regard  to 
personalty. 

Limited  Company.  A  Company  may  be  limited  by  Shares,  i.e. 
the  Shareholders  are  only  liable  to  be  called  upon  to  pay 
any  portion  of  the  nominal  amount  of  the  shares  held  by 
them  for  the  time  being  unpaid  ;  or  limited  by  Guarantee, 
whereby  each  person  who  becomes  a  member  undertakes 
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to  contribute  a  certain  sum  to  the  assets  of  the  Company 
in  the  event  of  it  being  wound  up  during  the  time  he  is  a 
member,  or  within  one  year  afterwards. 

Liquidation.  The  method  by  which  the  affairs  of  a  Limited 
Company  are  wound  up. 

Lloyd's.  An  Association  of  Underwriters  carrying  on  business 
at  the  Royal  Exchange,  London. 

Lloyd's  Bond.  A  form  of  Bond  or  obligation,  somewhat 
analogous  to  a  Debenture,  issued  by  a  Railway  Company 
for  payment  of  Capital  Expenditure  for  which  it  has  made 
itself  liable  in  excess  of  its  borrowing  powers. 

Lloyd's  Register.  An  annual  publication  containing  informa- 
tion as  to  the  tonnage,  age,  nationality,  &c,  of  ships,  whose 
owners  comply  with  the  rules  of  Lloyd's.  The  particulars 
of  all  British  vessels  of  ioo  tons  burden  or  more  are  con- 
tained therein. 

Making  a  Market.  An  operation  consisting  of  fictitious  dealings 
in  the  shares  of  a  new  issue,  with  a  view  to  popularizing 
them  with  the  public. 

Manifest.  The  document  signed  by  the  master  of  the  ship, 
specifying  the  ship  and  describing  the  goods  loaded  therein. 

Man  of  Straw.  One  who  is  not  capable  of  justifying  any  credit 
that  may  be  reposed  in  him. 

Material  Men.  (i)  Those  in  whom  credit  may  be  placed  with 
safety,  owing  to  their  undoubted  capacity  to  meet  obliga- 
tions incurred — men  of  substance  as  opposed  to  men  of 
straw.  (2)  Persons  who  supply  necessaries  to  a  ship,  such 
as  shipwrights. 

Mate's  Receipt.  The  receipt  given  by  the  mate  of  a  ship  for 
goods  which  have  been  received  on  board.  This  is  after- 
wards given  up  by  the  shipper  in  exchange  for  the  Bills  of 
Lading. 

Middleman.  The  intermediary  between  the  producer  and  the 
consumer. 

Money.  Money  may  be  either  metallic  money,  in  which  case 
it  is  a  token  issued  by  the  Mint  of  the  country  concerned 
for  the  purpose  of  exchange — e.g.  the  sovereign,  shilling,  or 


GLOSSARY  OF  TERMS  345 

penny  in  England — or  paper  money  which  possesses  the 
characteristics  of  money,  since  it  entitles  the  lawful  holder 
to  receive  the  equivalent  in  money,  e.g.  five-pound -notes, 
cheques,  &c.     The  purposes  which  money  serves  are  : 

(a)  To  provide  a  common  measure  by  which  the  values  of 

different  kinds  of  goods  may  be  estimated. 

(b)  To  provide  a  means  of  a  price  in  lieu  of  barter. 

(c)  To   afford  the  means  of   retaining  values  acquired  so 

that  they  can  be  converted  into  services  when 
necessary. 

Mortgage.  A  Mortgage  is  a  conveyance  of  the  legal  estate  in 
land  from  one  person  to  another,  as  security  for  money, 
with  a  condition  that  if  the  money  be  repaid  at  a  certain 
date,  with  interest,  the  land  shall  be  re-conveyed. 

Net.  A  clear  remainder  after  all  deductions  have  been  made, 
e.g.  £10  Interest  less  Income  Tax  us.  8d.=£g  8s.  /\d.  Here 
£10  is  the  gross  sum,  and  £9  8s.  /\d.  is  the  net  sum  to  be 
received. 

Next  of  Kin.  The  term  applied  to  those  who  are  lineally  or 
collaterally  related  in  the  nearest  degree  to  a  given  person. 

Official  Receiver.  A  person  appointed  by  the  Board  of  Trade, 
and  attached  to  a  Court  having  Bankruptcy  jurisdiction, 
for  the  purpose  of  acting  as  Receiver  of  the  property  of  any 
person  against  whom  a  Receiving  Order  may  be  made. 
He  is  also  appointed  Provisional  Liquidator  in  the  case  of  a 
Company  against  whom  a  Compulsory  Winding-up  Order 
is  made. 

Par.  The  exact  nominal  value  of  securities,  e.g.  if  a  Stock  be 
issued  at  par,  the  exact  face-value  of  the  Stock  required  must 
be  paid  for  in  cash.  If  £100  can  be  obtained  for,  say,  £95, 
it  is  issued  at  a  Discount ;  but  on  the  other  hand,  if  it  costs, 
say,  £102,  it  is  issued  at  a  Premium. 

Pari  Passu.     On  an  equal  footing,  or  proportionately. 

Patent.  Consists  of  Letters  Patent  from  the  Crown  concerning 
the  property  in  an  invention  whereby  the  profits  thereof  are 
secured  to  the  person  to  whom  the  Patent  is  granted. 

Percentage.    A  given   number  in  relation  to  the  number  100 
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used  for  the  purpose  of  indicating  the  ratio  which  one  sum 
bears  to  another,  e.g.  50  is  25  per  cent  of  200,  because  25 
bears  the  same  relation  to  100  as  50  bears  to  200. 

Per  Procuration  (per  pro.)  A  term  affixed  to  a  signature  by 
one  man  on  behalf  of  another,  indicating  that  he  has  a 
special  and  limited  authority  for  the  purpose  of  that  signa- 
ture. The  principal  is  not  bound  by  a  signature  given  by 
an  agent  in  excess  of  his  true  authority. 

Personalty.  All  property  which,  in  the  case  of  intestacy,  will 
descend  in  accordance  with  the  Statutes  of  Distribution, 
and  which  consists  of  movable  property  and  chattels  real. 

Pledge.  An  actual  delivery  of  property  by  the  Pledgor  to  the 
Pledgee,  to  secure  the  repayment  of  an  advance  made  by  the 
latter  to  the  former. 

Post  Date.     To  date  after  the  actual  date. 

Post  Obit  Bond.  A  Bond  by  which  the  borrower  binds  himself 
to  pay  a  sum  exceeding  that  borrowed,  together  with  interest 
thereon,  upon  the  death  of  a  person  from  whom  he  expects 
to  receive  property. 

Power  of  Attorney.  An  authority  given  by  one  person  to  another 
authorizing  that  other  to  act  for  him  in  his  business. 

Premium. 

(a)  Payment  made  as  consideration  for  an  insurance. 

(b)  The  sum  paid  to  a  solicitor,  accountant,  or  other  pro- 

fessional man  as  consideration  for  Articles  to  a  pupil 
apprenticed  to  him. 

(c)  The  excess  over  par  in  the  price  of  a  security. 
Primage.     Formerly  a  payment  due  to  sailors  for  loading  the 

ship,  or  a  contribution  proportionate  to  the  freight,  payable 
to  the  captain.  Now  an  additional  charge  for  use  of  cables, 
ropes,  &c,  in  dealing  with  the  cargo. 

Prior  Lien  Debentures.  An  issue  of  Debentures  made  with  the 
consent  of  existing  Mortgage  Debenture  Holders,  before 
whom  the  holders  of  the  Prior  Lien  Debentures  take  pre- 
cedence in  respect  of  principal  and  interest. 

Probate.  The  proving  of  the  Will.  The  document  usually 
spoken  of  as  '  Probate  '  consists  of  a  copy  of  the  Will  on 
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parchment,  together  with  a  smaller  parchment  bearing 
the  seal  of  the  Court,  and  properly  called  the  '  Probate 
Act.' 

Prompt  Cash.  Payment  within  two  or  three  days  of  delivery 
of  the  goods. 

Prospectus.  An  invitation  by  a  Company  to  the  public  to  apply 
for  shares.  Under  the  Companies  Consolidation  Act, 
1908,  §  285,  a  Prospectus  is  denned  as  any  prospectus, 
notice,  circular,  advertisement,  or  other  invitation  offering 
to  the  public  for  subscripton  or  purchase  any  shares  or 
debentures  of  a  Company.  The  prospectus  must  contain 
prescribed  information,  and  a  copy  must  be  filed  with  the 
Registrar  of  Joint  Stock  Companies. 

Proxy. 

(a)  A  person  appointed  to  vote  for  another. 

(b)  The  form  authorizing  one  person  to  vote  for  another. 
Public  Trustee.      A   Corporation   sole   created   by  the    Public 

Trustee  Act,  1906,  to  act  as  Trustee  to  any  person  choosing 

to  employ  him  subject  to  the  limitations  of  the  Act.     He  is 

an  official  of  the  State. 
Quorum.     The  minimum  number  of  persons  who  must  be  present 

at  a  meeting  in  order  that  business  may  be  proceeded  with. 
Realty.     Realty  is  all  property  which,  in  case  of  intestacy, 

would  descend  to  the  heir-at-law.     It  consists  of  freehold 

and  copyhold  property,  and  in  certain  rare  instances  shares 

of  corporations. 
Rebate. 

(a)  Discount  allowed  upon  a  Bill  being  taken  up  before 

maturity. 

(b)  A  reserve  made  by  bankers  for  the  purpose  of  their 

accounts  in  respect  of  the  discount  on  Bills  in  their 
possession  which  have  not  yet  matured. 
Receipt.  The  acknowledgement  in  writing  of  something  having 
been  received ;  in  the  case  of  a  receipt  for  money  it  is  the 
duty  of  the  creditor,  under  the  Stamp  Act,  1891,  §§  101-103, 
to  give  a  stamped  receipt  if  the  payment  amounts  to  £2 
and  upwards. 
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Receiver.  A  disinterested  person  appointed  by  the  Court  or 
an  individual,  to  take  possession  of  property  for  its  pro- 
tection, or  to  receive  the  rents  and  profits  arising  from 
certain  property,  and  apply  them  as  directed. 

Re  Exchange.  The  loss  arising  from  the  dishonour  of  a  Bill  in 
a  country  other  than  that  in  which  it  was  drawn  or  en- 
dorsed. 

Registered  Stock.  Stock  registered  in  the  name  of  the  holder 
for  the  time  being,  who  receives  a  certificate  denoting  the 
amount  of  Stock  he  holds. 

Respondentia.  The  sum  advanced  upon  security  of  the  cargo 
of  a  ship. 

Rigging  the  Market.  An  operation  consisting  of  buying  up  or 
obtaining  the  option  on  so  much  of  the  Stock  or  Shares  of  a 
particular  Company  as  to  create  a  scarcity  thereof,  and  so 
sending  up  the  price,  and  then  selling  or  taking  advantage 
of  the  option. 

Right  of  Angary  (Droit  d'angarie).  The  right  of  a  State  in 
time  of  necessity  to  seize  ships,  carts,  or  other  means  of 
conveyance  belonging  to  private  persons  for  the  service  of 
the  State. 

Sale  Note.  The  Contract  Note  sent  by  a  Broker  to  his  client 
giving  particulars  of  a  sale  made  on  the  client's  behalf. 
(See  '  Bought  Note.') 

Salvage.  The  reward  given  to  those  who  salve  a  vessel,  apparel, 
or  cargo,  or  that  which  had  formed  part  of  them,  from 
shipwreck.  The  term  is  also  applied  to  other  property  which 
may  be  salved,  e.g.  property  salved  from  a  fire. 

Scrip.  A  term  contracted  by  the  Stock  Exchange  from  the 
word  '  subscription,'  indicating  a  provisional  document  en- 
titling the  holder  to  claim  definitive  Bonds  or  Share  Certifi- 
cates indicating  the  extent  of  the  interest  of  the  holder,  the 
amount  of  instalments  which  are  to  be  paid,  and  the  date 
they  are  to  be  paid.  Upon  complete  payment  the  scrip 
can  be  exchanged  for  the  actual  Bond  or  Share  Certificate. 
The  term  is  sometimes  applied  to  Bearer  Documents 
generally. 
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Securities.  Written  or  printed  documents  by  which  the  claim 
of  the  holder  to  specified  property  is  secured.  They  com- 
prise : 

(a)  Securities  for  money,  entitling  the  holder  to  payment 

of  the  specified  amount  from  a  particular  person  ; 

(b)  Convertible  Securities,  which  are  easily  converted  into 

money ;    and 

(c)  Securities  to  Bearer,  the  title  to  which  passes  from  hand 

to  hand  by  mere  delivery. 

Set-off.  The  process  of  extinguishing  liability  to  pay  a  sum 
of  money,  or  part  thereof,  to  a  certain  person,  by  the  release 
of  a  corresponding  liability  on  the  part  of  that  person  ; 
the  merging  of  a  claim  into  a  counterclaim. 

Ship's  Husband.  A  person  appointed  by  the  owners  of  a  British 
ship  to  manage  the  ship. 

Solicitor.  A  person  who  has  been  admitted  by  the  Master  of 
the  Rolls  to  the  status  of  Solicitor  of  the  Supreme  Court 
after  passing  the  examinations  of  the  Law  Society.  Upon 
admission,  and  after  taking  out  a  certificate  of  practice,  he 
is  qualified  to  act  as  legal  adviser  to  such  as  choose  to  employ 
him. 

Stag.  A  person  applying  for  Shares  or  Stock  newly  issued,  with 
the  object  of  obtaining  an  allotment,  and  selling  the  same 
at  a  premium. 

Statement.  A  monthly  or  quarterly  copy  of  a  Ledger  Account 
sent  by  a  creditor  to  a  debtor. 

Statement  in  Lieu  of  Prospectus.  Where  a  Company,  not  a 
Private  Company,  does  not  issue  a  prospectus  to  the  public 
it  must  file  a  statement  in  lieu  thereof  with  the  Registrar 
of  Joint  Stock  Companies. 

Statement  of  Affairs.  The  statement  which  must  be  rendered 
to  the  Official  Receiver  by  a  person  against  whom  a  Re- 
ceiving Order  in  Bankruptcy  has  been  made.  It  must 
show  all  the  Liabilities  on  one  side,  distinguishing  between 
Unsecured,  Secured,  Partly  Secured,  Contingent,  and  Pre- 
ferential Creditors ;  and  all  the  Assets  at  their  realizable 
value  on  the  other  side,  including  any  surplus  from  Secured 
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Creditors,  at  their  estimated  realizable  value.  The  differ- 
ence between  the  two  sides  is  the  '  Deficiency  '  or  '  Surplus/ 
as  the  case  may  be. 

Statutes  of  Limitation.  Statutes  under  which  any  person 
having  a  right  of  action  must  bring  the  same  within  a  speci- 
fied time  after  it  has  arisen.  For  Simple  Contracts  the  right 
lasts  six  years ;  for  Specialty  Contracts,  twenty  years  ; 
and  for  certain  Contracts  relating  to  Real  Property  the  period 
is  twelve  years.  • 

Subrogation.  The  doctrine  of  substituted  right,  e.g.  where 
one  person  after  indemnifying  another  under  a  contract 
of  indemnity  becomes  entitled  to  the  rights  of  the  person 
indemnified  in  respect  of  the  loss. 

Summons. 

(a)  A  citation  to  appear  before  a  Court  of  Summary  Juris- 

diction. 

(b)  An  application  to  a  Judge  in  Chambers. 

Surrender  Value.  The  sum  which  will  be  paid  by  an  Insurance 
Company  upon  the  surrender  of  a  policy  issued  by  it. 
Generally  no  Surrender  Value  attaches  to  a  policy  until 
premiums  have  been  paid  for  a  completed  period  of  three 
years. 

The  basis  of  Surrender  Value  is  generally  two-thirds  of 
the  Reserve  Value,  but  slightly  more  may  sometimes  be 
obtained  by  sale  to  a  third  party. 

Surety.    See  '  Guarantee.' 

Tale  Quale.  '  The  same  as.'  A  term  used  in  contracts  for  the 
sale  of  grain,  &c,  by  sample,  the  vessel  conveying  the 
bulk  having  not  yet  arrived.  It  indicates  that  the  bulk 
is  of  the  quality  of  the  sample,  and  that  the  buyer  takes 
the  risk  of  any  damage  to  the  goods  subsequent  to  the 
sale. 

Talon.  A  Talon  is  a  certificate  forming  part  of  a  Bond  which 
may  be  cut  off  after  the  coupons  are  exhausted,  and  ex- 
changed for  an  additional  sheet  of  coupons. 

Tare.  An  allowance  made  for  the  weight  of  a  box,  bag,  or  other 
package  off  the  gross  weight  of  the  goods. 
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Telegraphic  Transfer.  A  method  of  transferring  money  by 
cable  from  one  country  to  another,  so  that  the  person  whom 
it  is  desired  to  pay  can  receive  money  immediately.  The 
rate  charged  is  generally  somewhat  higher  than  the  rate  for 
a  Sight  Draft,  viz.  on  21st  February,  1912,  the  rate  for  a 
Sight  Draft  on  Bombay  was  is.  4^d.  per  Rupee,  but  for 
a  Telegraphic  Transfer  it  was  is.  4f\d.  per  Rupee.  The 
expense  of  cabling  is  also  an  additional  expense. 

Tort.  A  civil  wrong  in  respect  of  which  an  Action  of  Tort  can 
be  brought,  e.g.  libel,  assault,  trespass,  &c. 

Trade  Mark.  Trade  Mark  is  the  name  or  symbol  applied  to  a 
particular  manufacture  or  vendible  commodity  for  the  pur- 
pose of  distinguishing  it  from  goods  of  the  same  character 
sold  by  other  persons. 

Treasury  Bills.  Bills  of  Exchange  payable  by  the  Treasury, 
issued  for  three  or  six  months  by  public  tender.  No  interest 
is  payable  on  the  Bills,  but  they  are  issued  at  a  discount, 
the  difference  between  the  price  payable  for  the  Bill  and 
the  nominal  value  thereof  representing  the  interest. 

Tret.  An  allowance  of  4  lb.  in  every  104  lb.  for  wear,  deteriora- 
tion, or  damage  in  goods  during  the  time  they  are  in  transit 
from  one  place  to  another. 

Trustee.  One  to  whom  is  committed  the  administration  of  a 
trust.  The  Legal  Estate  is  vested  in  him,  the  equitable 
or  beneficial  interest  of  which  is  in  the  Cestui  qui  Trust. 

Trustee  Securities.     See  '  Authorized  Securities.' 

Turnover.  The  sales  of  a  particular  business  over  a  given 
period. 

Ullage.  The  shortage  in  measure  in  respect  of  vessels  con- 
taining liquids,  such  as  casks  or  bottles,  by  reason  of  leakage, 
breakage,  &c. 

Underwriter. 

(a)  A  person  who  insures  against  marine  risks.  A  Lloyd's 
Underwriter  is  a  member  of  the  Association  of  Lloyd's, 
and  writes  his  name  at  the  foot  of  a  policy,  showing  the 
extent  to  which  he  will  be  answerable  for  loss  in  respect 
of  the  ship  or  goods  covered  by  that  policy. 
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(b)  One  who,  for  a  consideration,  makes  himself  liable  to 
subscribe  for  shares  offered  to  the  public  to  the  extent 
to  which  the  same  are  not  taken  up. 
Usance.     The  customary  period  at  which  Bills  were  at  one  time 
drawn  between  one  country  and  another  j  Usances  are  now 
practically  obsolete. 
Will.     A  written  instrument  by  which  a  person  signifies  his 
wishes  as  to  the  devolution  of  his  property  after  his  death. 
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Meaning  of,  335. 

BLOCKADE, 

Definition  of,  334. 

BOOK  DEBTS, 

Meaning  of,  335. 

BOOK-KEEPING, 
Definition  of,  3. 
Object  of,  2. 

BOTTOMRY  BOND, 
Definition  of,  335. 

BOUGHT    DAY    BOOK    OR 
JOURNAL, 

Description   of  Entries  in,    7, 

50. 
Form  of,  51,  54. 
Use  of,  7,  50. 

BOUGHT  LEDGER, 
Description  of,  88. 

BOUGHT  NOTE, 

Definition  of,  335. 


BOUGHT  RETURNS  BOOK, 
Credit  Note,  58, 
Description  of  Entries  in,    8, 

57- 
Form  of,  58. 
Use  of,  8,  57. 

BRANCH  ACCOUNTS, 
Description  of,  235. 

BROKER, 

Definition  of,  335. 

BULL, 

Definition  of,  335. 


C.I.F., 

Meaning  of,  335. 
C.O.D., 

Meaning  of,  335. 

CAPITAL, 

Definition  of,  2,  134. 

Increase  of,  195. 

Interest   on,    Partnership,    in, 

165,  166. 
Limited    Company,     of,     195, 

201. 
Partnership,  of,  164. 
Reduction     of,     by     Limited 

Company,  195,  201. 
Return  of,  out  of  Profits,  196. 

CAPITAL  ACCOUNT, 
Balance  Sheet,  in,  14. 
Nature  of,  13. 

CARD  LEDGERS, 

Description  of,  89. 
Internal  check   in   connection 
with,  89,  90. 

CASH  BOOK. 

Agreement  of,  with  Bank  Pass 

Book,  33. 
Banking  Account,  25. 
Cash  and   Bank  transactions, 

for  recording,  27. 
Cash  Discount,  Treatment  of, 

in,  31. 
Counterfoils  of  cheques   and, 

26. 
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CASH   BOOK  (contd.), 

Dealings  with  Cash,  25. 
Debit  Balance  on,  meaning  of, 

17. 
General  form  of,  26. 
Transfers,  Bank  and  Cash,  29. 
Use  of,  9. 
Vouchers,  37. 

CASH  DISCOUNT, 

Cash  Book,  Treatment  of,  in, 

31. 
Definition  of,  31. 
Distinct  from  Trade  Discount, 

56. 
CASH  SALES, 

Internal  check  in   connection 

with,  39. 
Record  of,  39. 

CAVEAT  EMPTOR, 

Meaning  of,  335. 
CERTIFICATE  OF  ORIGIN, 

Definition  of,  335. 

CESTUI  QUI  TRUST, 
Meaning  of,  336. 

CHARGING  ORDER, 
Definition  of,  336. 

CHARTER  PARTY, 
Definition  of,  336 

CHATTELS  PERSONAL, 
Meaning  of,  336. 

CHATTELS   REAL, 

Meaning  of,  336. 
CHEQUE, 

"  A/c  Payee  only,"  119. 

Bearer,  117. 

Counterfoil  of,  use  of,  26. 

Crossing,  117  et  seq. 

Definition  of,  117. 

Dishonour  of,  119. 

Form  of,  117. 

Forms  of  Crossing,  118. 

General  Crossing,  117. 

"  Not  Negotiable,"  118,  119. 

Order,  117. 

Payment  of  Crossed  Cheques, 
119. 


CHEQUE  (contd.), 

Special  Crossing,  118 
Stamp  Duty  on,  117. 
Treatment  of,  in  books,  119. 

CHEQUE  BOOK, 

Counterfoils  of,  and  Cash  Book, 
26. 

CHOSE  IN  ACTION, 
Definition  of,  336. 

CHOSE  IN  POSSESSION, 

Definition  of,  336. 
CODICIL, 

Definition  of,  336. 

COLLATERAL  SECURITY, 

Debentures  as,  210. 
COLUMNAR -DAY  BOOKS, 

Forms  of,  54,  55. 

Use  of,  53. 

COMMISSION, 

Definition  of,  336. 

CONSIDERATION, 
Definition  of,  336. 

CONSIGNMENTS, 

Accounts  relating  to,  220. 
CONSOLS, 

Definition  of,  336. 

CONTINGENT  LIABILITY, 

Arrears  of  Cumulative  Prefer- 
ence Dividends,  191. 
Definition  of,  157. 
Treatment  of,  157. 

CONTRABAND, 

Meaning  of,  337. 
CONTRACT, 

Definition  of,  337. 

COPYHOLD, 

Definition  of,  337. 
COPYRIGHT, 

Definition  of,  337. 

COUNTERFOIL    RECEIPT 
BOOKS, 
Use  of,  37. 
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COUPON, 

Definition  of,  337. 
COVENANT, 

Definition  of,  337^ 
CREDIT  BALANCE, 

Definition  of,  10,  22. 
CREDIT  NOTE, 

Bought  Returns  Book,  and,  58. 

Form  of,  58. 

Sales  Returns  Book,  and,  59. 

Use  of,  58,  59. 
CUM  DIV., 

Meaning  of,  337. 
CURRENT  ACCOUNT, 

Balance  Sheet,  Statement  of, 
in,   14. 

Interest  upon  Balance  of ,  165. 

Object  of,  13,  168. 

Partners,  of,  165,  168. 

Profits  and  Losses,  Treatment 
of,  in,  13,  168. 


DAYS   OF  GRACE, 

Description  of,  100. 
DEBENTURES, 

Collateral  Security  issued  as, 
210. 

Definition  of,  209. 

Discount,  issue  at,  210. 

Premium,  issue  at,  210. 

Registration  of,  209. 

Sinking  Fund  for  Redemption 
of,  210. 

DEBIT  BALANCE, 

Definition  of,  10,  22. 
DEBIT  NOTE, 

Definition  of,  337. 
DEED, 

Definition  of,  337. 
DEED  OF  ARRANGEMENT, 

Definition  of,  337. 
DEL  CREDERE  AGENT, 

Definition  of,  337. 

DELIVERY  NOTE, 
Definition  of,  338. 


DELIVERY  ORDER, 

Definition  of,  338. 
DEMURRAGE, 

Definition  of,  338. 
DEPOSIT  RECEIPT, 

Definition  of,  338. 

DEPRECIATION, 

Annuity  System,  150. 
Definition  of,  146. 
Depreciation     Fund     System, 

152. 
Fixed  Instalment  System,  147. 
Fluctuation,  distinct  from,  147. 
Insurance  Policy  System,  1 56. 
Methods  of  providing  for,  147. 
Reducing  Instalment  System, 

149. 
Revaluation,  156. 
Sinking     Fund     Calculations, 

154. 
Straight  Line  Method,  147. 
Wear  and  Tear,  146. 

DEPRECIATION     FUND     SYS- 
TEM, 

Description  of,  152. 

DEVASTAVIT, 

Definition  of,  338. 
DEVISE, 

Definition  of,  338. 
DISCOUNT, 

Banker's,  109. 

Cash,  31. 

Debentures  issued  at,  210. 

Reserves  for,  145. 

Trade,  56. 

DISCOUNTING  BILLS   OF   EX- 
CHANGE, 

Description  of,   109. 

DISHONOUR, 

Charges  upon,  no. 

Non- Acceptance,  by,  102,  109. 

Non-Payment,  by,   102,   109. 

DISSOLUTION, 

Partnership,  of,   173. 
DISTRESS. 

Definition  of,  338. 
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DIVIDEND, 

Definition  of,  338. 
DIVIDEND  WARRANT, 

Definition  of,  338. 
DIVIDENDS, 

Appropriation  of,  214. 
DOCK  WARRANT, 

Definition  of,  338. 
DOCUMENTARY  BILLS, 

Description  of,  113. 
DOUBLE  ACCOUNT  SYSTEM, 

Description  of,  229. 
DOUBLE  ENTRY, 

Definition  of,  3. 
DOUBTFUL  DEBTS, 

Reserves  for,  142. 
DRAFT  OR  WASTE, 

Definition  of,  338. 
DRAWINGS, 

Interest  on,  165,  168. 

Partners,  of,  168. 

DRAWN  BONDS, 
Definition  of,  339. 


E.  &  O.  E., 

Definition  of,  339. 
EARNED  INCOME, 

Definition  of,  240. 
EASEMENT, 

Definition  of,  339. 
EMBARGO, 

Definition  of,  339. 
ENDORSEMENT, 

Allonge,  102. 

Bearer  Bill,  and,  10 1. 

Bills  of  Exchange,  and,  10 1, 

Blank,  in,  10 1. 

Cheques,  117. 

Facultative,  10 1. 

Restrictive,   10 1. 

Sans  recours,  10 1. 

Special,  10 1. 


ENTAIL, 

Definition  of,  339. 
EQUITABLE  EXECUTION, 

Meaning  of,  339. 
EQUITY  OF  REDEMPTION, 

Definition  of,  339. 
EX  DIV., 

Meaning  of,  339. 
EXCHEQUER  BILLS, 

Definition  of,  339. 
EXCHEQUER  BONDS, 

Definition  of,  339. 
EXECUTION, 

Definition  of,  339. 
EXECUTOR, 

Definition  of,  339. 


F.A.S., 

Meaning  of,  340. 

F.O.B., 

Meaning  of,  340. 

F.O.R., 

Meaning  of,  340. 

FACTOR, 

Definition  of,  340. 
FICTITIOUS  ASSETS, 

Definition  of,  134. 
FIXED  ASSETS, 

Definition  of,  134. 
FIXED  INSTALMENT  SYSTEM, 

Description  of,   147. 
FLOATERS, 

Definition  of,  340. 
FLOATING  ASSETS, 

Definition  of,   134 
FLOTSAM, 

Definition  of,  340 
FORFEITURE  OF  SHARES, 

Effect  of,  206. 

Reason  for,   196. 

Record  of,  in  Books,  206. 


INDEX 


359 


FORMS, 

Application  and  Allotment 

Book,  1 86. 
Application  for  Shares,  199. 
Bank  Reconciliation,  35. 
Bills  of  Exchange,  99. 
Bills    Payable    Book,    6s,    67, 

107. 
Bills  Receivable  Book,  61,  67, 

104. 
Bought  Journal,  51,  54. 
Bought  Returns  Book,  59. 
Cash  Book,  28,  30,  etc. 
Cheque,  117. 

Columnar  Day  Books,  54,  55. 
Credit  Note,  58. 
Crossings,  118. 
Invoice,  50,  56. 
Journal,  9,  76,  etc. 
Ledger,  4. 

Petty  Cash  Book,  38. 
Promissory  Notes,   115. 
Register  of  Transfers,  188. 
Sales  Day  Book,  52,  55. 
Share  Certificate,  193 
Share  Ledger,  187. 
Transfer,  194. 

FREEHOLD, 

Definition  of,  340. 

FREIGHT, 

Definition  of,  340. 


GARNISHEE  ORDER, 
Definition  of,  340. 

GAZETTE, 

Definition  of,  340. 

GENERAL  CROSSING, 
Description  of,  117. 
Effect  of,  117. 
Form  of,  118. 

GENERAL  RESERVE, 
Definition  of,  212. 

GILT-EDGED  SECURITIES, 
Definition  of,  340. 


GOODS  ACCOUNT, 
Form  of,  126. 
Trading    Account,     compared 

with,  126. 
Use  of,  125. 

GOODWILL, 

Definition  of,    169. 
Partnership,  in,  165,  170. 

GROSS  PROFIT, 

Description  of,  12,  13,  22,  124. 
GUARANTEE, 

Definition  of,  341. 
GUARANTEED  STOCK, 

Definition  of,  341. 


HYPOTHECATION, 
Definition  of,  341, 


IMPERSONAL  ACCOUNT, 

Definition  of,  6. 
IMPERSONAL  LEDGER, 

Description  of,  5. 
IMPREST  SYSTEM, 

Description  of,  36. 

INCOME  AND   EXPENDITURE 
ACCOUNT, 

Description  of,  227. 
INCOME  TAX, 

Abatements,  239. 

Assessment     under     Schedule 
D.,  240. 

Definition  of,  238. 

Earned  Income,  240. 

Life  Insurance  Allowance,  240. 

Married  Woman  and,  240. 

Schedules,  239. 

Schedule  D.,  240. 

Super  Tax,  242. 

INDEMNITY, 

Definition  of,  341. 
INDENT, 

Definition  of,  341. 
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INSCRIBED  STOCK, 
Definition  of,  341. 

INSOLVENCY, 

Definition  of,  341. 

INSURANCE, 

Definition  of,  341. 

INSURANCE  POLICY  SYSTEM, 
Description  of,  156. 

INTANGIBLE  ASSETS, 
Definition  of,  134. 

INTEREST, 

Definition  of,  341. 

INTERIM  DIVIDEND, 
Definition  of,  341. 

INTERNAL  CHECK, 

Card   Ledgers,    in   connection 

with,  89,  90. 
Cash  Sales,  in  connection  with, 
39. 
INTESTATE, 

Definition  of,  341. 


JETSAM, 

Definition  of,  342. 

JOINT  VENTURE, 
Description  of,  223. 

JOURNAL, 

Combined  Entries,  78. 
Form  of,  76. 

Narrative,  Necessity  for,  75. 
Rectification     of     errors     by 

means  of,  77. 
Use  of,  8,  75,  76. 


LAY  DAYS, 

Definition  of,  342. 

LEASEHOLD, 

Definition  of,  342. 


LEDGER, 

Arrangement  of,  88. 

Bought,  88. 

Card,  88. 

Country,  88. 

Definition  of,  4. 

Details  of  Entries  in,  85. 

Foreign,  88. 

Impersonal,  5,  88. 

Loose-Leaf,  90. 

Object  of,  84. 

Posting,  Meaning  of,  85. 

Posting,  Rules  for,  86,  87. 

Sales,  s,  88. 

Share,  182,  185,  187. 

Subdivision  of,  5. 

"  Sundries,"  Meaning  and  use 

of,  86. 
Town,  88. 

LEGACY, 

Definition  of,  342. 

LEGAL  PERSONAL  REPRE- 
SENTATIVE, 

Definition  of,  342. 

LEGAL  TENDER, 

Definition  of,  342. 
LETTER  OF  ALLOTMENT, 

Description  of,  201. 
LETTER  OF  CREDIT, 

Definition  of,  342. 

LETTER  OF  HYPOTHECATION, 

Definition  of,  342. 
LETTER  OF  REGRET, 

Definition  of,  343. 

Description  of,  201. 

LETTER  OF  RENUNCIATION, 
Definition  of,  343. 

LETTERS    OF    ADMINISTRA- 
TION, 

Definition  of,  343. 
LIABILITIES, 

Balance  Sheet,  in,  14. 
Definition  of,  343. 

LIABILITY, 

Capital  Account  is  a,  13. 
Contingent,  157. 
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LIABILITY  (contd.), 

Joint  and  several  Promissory- 
Note,  on,  116. 

Joint,  Promissory  Note  on, 
116. 

Limited  Company,  Members 
of,  180. 

Limited  Partner,  of,  169. 

Partners,  of,   163. 

LIEN, 

Definition  of,  343. 

LIFE  TENANT, 

Definition  of,  343. 

LIMITED  COMPANIES, 
Allotments,   197. 
Annual  Summary  Book,  184. 
Application    and    Allotment 

Book,  185,  186,  202. 
Articles  of  Association,  181. 
Auditors,  214. 
Balance  Sheet  of,  133. 
Books,  183. 
Capital  of,  195,  201. 
Characteristics  of,  180. 
Commencement    of    business, 

183. 
Control  of,  181. 
Debentures,  209. 
Dividends,  214. 
Forfeiture  of  Shares,  196,  206. 
Formation  of,   182. 
Increase  of  Capital,  195. 
Liability  of  members  of,   180. 
Memorandum   of   Association, 

181,  195. 
Minimum  Subscription,  200. 
Minute  Books,  184. 
Mortgages,  209. 
Number  of  members  of,  181. 
Private  Company,  181. 
Profit  and  Loss  Appropriation 

Account,  214. 
Prospectus,  197. 
Purchase  of  Business  by,  211. 
Reduction  of  Capital,  196. 
Register  of  Directors,  184. 
Register  of  Members,   183. 
Register  of  Mortgages,  1 84, 209. 
Reserves  and  Reserve  Funds, 


LIMITED   COMPANIES  (contd.), 
Return  of  Capital  out  of  Pro- 
fits, 196. 
Share  Ledger,  185,  187,  202. 
Shares,  189,  197. 
Table  A.,  182. 
Transfer  of  Shares,  180. 
Transfer  Register,  185,  188. 

LIMITED  COMPANY, 

Definition  of,  343. 
LIMITED  PARTNERSHIPS, 

Description  of,  163,  169. 
LIQUIDATION, 

Definition  of,  344. 
LLOYD'S, 

Definition  of,  344. 
LLOYD'S  BOND, 

Definition  of,  344. 
LLOYD'S  REGISTER, 

Definition  of,  344. 
LOOSE-LEAF  LEDGERS, 

Description  of,  90. 

Internal  check  in  connection 
with,  91. 


MAKING  A  MARKET, 

Definition  of,  344. 
MAN  OF  STRAW, 

Definition  of,  344. 
MANIFEST, 

Definition  of,  344. 
MANIFOLD  RECEIPT  BOOK, 

Description  of,  37 
MATERIAL  MEN, 

Definition  of,  344. 
MATE'S  RECEIPT, 

Definition  of,  344. 

MEMORANDUM    OF    ASSOCIA- 
TION, 

Description  of,  181,  195. 
MIDDLEMAN, 

Definition  of,  344. 
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MINUTE  BOOKS, 

Limited  Company,  of,  184. 
MONEY, 

Definition  of,  344. 
MORTGAGES, 

Definition  of,  209,  345. 

Register  of,   184,  209. 

Treatment    of,    in    Books    of 
Account,  209. 


NEGOTIABLE    INSTRUMENTS, 
Essential  features  of,   120. 
List  of,  I3i. 

(See  Bills  of  Exchange  ; 
Cheques ;  Promissory 
Notes.) 

NET, 

Meaning  of,  345. 
NEXT-OF-KIN, 

Definition  of,  345. 
NOMINAL  ACCOUNTS, 
Closing  of,  87. 
Definition  of,  6. 
Outstandings,     Provision    for, 

139. 
Payments   in  advance,  Treat- 
ment of,  141. 
Profit  and  Loss  Account  and, 

127. 
Reserve  for  Bad  and  Doubtful 

Debts,  142. 
Trading  Account  and,  124. 

"  NOT  NEGOTIABLE," 

Effect  of,  118,  119. 
NOTARY  PUBLIC, 

Description  of,  no. 


OFFICIAL  RECEIVER, 
Definition  of,  345. 

ORDER  CHEQUE, 
Definition  of,  117. 

ORDINARY  SHARES, 
Definition  of,  192. 


OUTSTANDING  LIABILITIES, 
Treatment  in   Balance   Sheet, 

139. 
Treatment  in  Books,  139. 


PAR, 

Meaning  of,  345. 
PARI  PASSU, 

Meaning  of,  345. 
PARTNERS, 

(See  Partnership). 
PARTNERSHIP, 

Agreement,  164,  165. 
Audit  of  Accounts  of,  165. 
Capital  in,  164. 
Capital  and  Current  Accounts, 

165,  168. 
Definition  of,  163. 
Dissolution  of,  173. 
Drawings,   165,   168. 
Goodwill,   169,   170,   171. 
Goodwill,  Valuation  of,  165. 
Interest  on  Capital,   165,   166. 
Interest  on  Drawings,  165,  168. 
Liability  of  Partners,  163. 
Limited  Partnerships,  163,  169. 
New  Partner,  Introduction  of, 

164. 
Number  of  Persons  in,  164. 
Partners'    Salaries,     164,   165, 

167. 
Partners'  Share,  Determination 

of  value  of,  165. 
Principal  Rules  under  Partner- 
ship Act,  164. 
Profits    and    Losses,    Division 

of,  164,  168. 
Settlement  of  differences,  164. 
Term  of,  165. 
Will,  at,  165. 

PARTNERSHIP  AT  WILL, 

Definition  of,  165. 
PASS  BOOK, 

Agreement   with   Cash    Book, 
33- 
PATENT, 

Definition  of,  345. 
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PAYING-IN  BOOK, 

Use  of,  26. 
PAYMENTS  IN  ADVANCE, 

Adjustments    in    connection 
with,  141. 

Balance  Sheet,   Treatment  in, 
141. 
PER  PROCURATION  {per  pro.), 

Meaning  of,  345. 
PERCENTAGE, 

Definition  of,  345. 
PERSONAL  ACCOUNTS, 

Balancing,  Method  of,  87. 

Definition  of,  6. 

PERSONALTY, 

Definition  of,  346, 
PETTY  CASH  BOOK, 

Columnar  form,  35. 

Double  Entry,  part  of,  35. 

Imprest  System,  36. 

Memorandum       Book       only, 
where,  36. 

Payments,  Treatment  of,  35. 

Postings  to  Ledger,  Method  of, 
35,   37- 
PLEDGE, 

Definition  of,  346. 
POST  DATE, 

Meaning  of,  346. 
POST  OBIT  BOND, 

Definition  of,  346. 
POWER  OF  ATTORNEY, 

Definition  of,  346. 
PREFERENCE  SHARES, 

Arrears  of  Dividend  on,    191. 

Cumulative,  191. 

Definition  of,  191. 

PREMIUM, 

Debentures  issued  at,  210. 
Definition  of,  346. 
Shares  issued  at,  189. 

PRIMAGE, 

Definition  of,  346. 
PRIME  ENTRY, 

Books  of,  6,  7. 


PRIOR  LIEN  DEBENTURES, 

Definition  of,  346. 
PRIVATE  COMPANY, 

Definition,  of,  181. 
PROBATE, 

Definition  of,  346. 
PROFIT, 

Description  of,  13,  22. 

Partnership,  Division  of,   164, 
168. 

PROFIT  AND  LOSS  ACCOUNT, 
Appropriation   of   Profit,   128, 

214. 
Balances    transferred    to,    11, 

12,  127,  128. 
Net  Loss,  13. 
Net  Profit,  13,  22. 
Object  of,  11,  13,  128. 

PROMISSORY  NOTE, 

Bank  Notes,  116. 
Definition  of,  115. 
Forms  of,  115. 

Joint  and  several  Liability,  1 16. 
Joint  Liability,    116. 
Parties  to,  116. 
Stamp  Duties  on,  115. 
Treatment    of,    in    Books    of 
Account,    116. 

PROMPT  CASH, 

Meaning  of,  347. 
PROSPECTUS, 

Definition  of,  347. 

Description  of,   197. 

PROXY, 

Definition  of,   347. 
PUBLIC  TRUSTEE, 

Definition  of,  347. 


QUORUM, 

Definition  of,  347. 


REAL  ACCOUNT, 

Definition  of,  6. 
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REALTY, 

Definition  of,  347. 
REBATE, 

Definition  of,  347. 
RECEIPT, 

Definition  of,  347. 

RECEIPTS     AND     PAYMENTS 
ACCOUNT, 

Description  of,  227. 
RECEIVER, 

Definition  of,  348. 

RECONCILIATION   STATE- 
MENT, 

Form  of,  35. 

Method  of  preparation,  33,  34. 

Necessity  of,  ^s- 
REDUCING  INSTALMENT  SYS- 
TEM, 

Description  of,  147. 
RE-EXCHANGE, 

Definition  of,  348. 
REGISTER  OF  DIRECTORS, 

Description  of,   184. 
REGISTER  OF  MEMBERS, 

Description  of,  183. 
REGISTER  OF  MORTGAGES, 

Description  of,  184,  209. 
REGISTERED  STOCK, 

Definition  of,  348. 
RESERVE, 

Bad  Debts,  for,  142. 

Discounts,  for,  142. 

General  Reserve,  212. 

Investment  of,  212. 

Reserve  Account,  212. 

Reserve  Fund,  212. 

Secret  Reserve,   213. 

Specific  Reserve,  212. 

RESPONDENTIA , 

Definition  of,  348. 
RETIRED  BILLS, 

Description  of,  no. 
RETURN  OF  ALLOTMENTS, 

Description  of,  201. 


RIGGING  THE  MARKET, 

Meaning  of,  348. 
RIGHT  OF  ANGARY, 

Meaning  of,   348. 


SALARIES, 

Partners,  of,  164,  165,  167 
SALE  NOTE, 

Definition  of,  348. 
SALES  DAY  BOOK, 

Columnar  form,  53. 

Form  of,  usual,  52. 

Use  of,  7,  52,  53. 

SALES  LEDGER, 

Description  of,  5,  88. 
SALES  RETURNS  BOOK, 

Allowances,   59. 

Credit  Notes,  59. 

Form  of,  60. 

Use  of,  8,  59. 

SALVAGE, 

Definition  of,  348. 
SCHEDULE  D, 

Assessment  under,  240. 
SCRIP, 

Definition  of,  348. 
SECRET  RESERVE, 

Description  of,  213. 
SECTIONAL  BALANCING, 

Description  of,  237. 
SECURITIES, 

Definition  of,  349. 
SET  OFF, 

Meaning  of,  349. 
SHARE  CERTIFICATE, 

Description  of,  190. 

Form  of,  193. 

SHARE  WARRANTS, 
Description  of,   192. 

SHARES, 

Allotment  of,   197,  202. 
Calls,  195,  201. 
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SHARES  (contd.), 
Deferred,   192. 
Definition  of,  189. 
Division  of,   190. 
Forfeiture  of,  196,  206. 
Founders',  192. 
Issue  of,  189. 
Issued  for  consideration  other 

than  cash,   190. 
Ordinary,  192. 
Preference,    191. 
Premium,  Issue  at,  189. 
Share  Warrants,  192. 
Stock,   192. 
Transfer  of,  190,  194. 
Underwriting  Commission,  189. 

SHIP'S  HUSBAND, 

Definition  of,  349. 
SHORT  BILLS, 

Meaning  of,  103. 
SINKING  FUND, 

Calculations  for,  1 54. 

Debentures,     for     redemption 
of,  210. 
SOLICITOR, 

Definition  of,  349. 

SPECIAL  CROSSING, 

Description  of,  118. 
SPECIFIC  RESERVE, 

Definition  of,  212. 

STAG, 

Definition  of,  349. 
STAMP  DUTIES, 

Bill  of  Exchange,  on,  100. 
STATEMENT, 

Definition  of,  349. 

STATEMENT    IN    LIEU    PROS- 
PECTUS, 

Definition  of,  349. 
STATEMENT  OF  AFFAIRS, 

Definition  of,   349. 
STATUTES  OF  LIMITATION, 

Definition  of,  350. 

STOCK, 

Description  of,   192. 


STOCK  ON  HAND, 

Treatment  of,  22,    125 
STOCKTAKING, 

Method  of,  125. 
SUBROGATION, 

Meaning  of,  350. 
SUMMONS, 

Definition  of,  350. 
SUPER  TAX, 

Description  of,  242. 
SURETY, 

Definition  of,  350. 
SURRENDER  VALUE, 

Definition  of,  350. 
SUSPENSE  ACCOUNTS, 

Description  of,  157. 


TABLE  "A," 

Description  of,  182. 
TALE  QUALE, 

Meaning  of,  350. 
TALON, 

Definition  of,  350. 
TARE, 

Definition  of,  350. 
TELEGRAPHIC  TRANSFER, 

Definition  of,  351. 
TORT, 

Definition  of,  351. 
TRADE  DISCOUNT, 

Definition  of,  56. 

Distinguished  from  Cash  Dis- 
count, 56. 

Treatment    of,    in    Books    of 
Account,  56. 

TRADE  MARK, 

Definition  of,  351. 
TRADING  ACCOUNT, 

Balances    transferred    to,    12, 
124,  126,  127. 

Gross  Profit,  12,  13,  22,  124. 
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TRADING  ACCOUNT  {contd.), 
Object  of,  12,  124. 
Stock  on  Hand,  Treatment  of, 
12,  13,  124,   125. 

TREASURY  BILLS, 
Definition  of,  351. 

TRET, 

Definition  of,  351. 

TRIAL  BALANCE, 
Definition  of,  10. 
Error  not  disclosed  in,  92. 
Final  Accounts  prepared  from, 

80. 
Location  of  errors  in,  93. 
Method  of  Preparation,  10. 
Object  of,  10,  92. 
Omission,  Errors  of,  92. 
Principle,  Errors  of,  92. 
Treatment    of   Cash    Balance, 

10. 

TRUSTEE, 

Definition  of,   351. 

TRUSTEE  SECURITIES, 
Definition  of,  351. 

TURNOVER, 

Definition  of,  351. 


ULLAGE, 

Definition  of,  351. 
UNDERWRITER, 

Definition  of,  351. 

UNDERWRITING    COMMIS- 
SION, 

Treatment  of,   189. 
USANCE, 

Meaning  of,  352. 


VOUCHERS, 

Counterfoil  Receipt  Books,  3  7 
Endorsed  Cheques,  39. 
Filing  of,  39. 
Manifold  Receipt  Books,  $7. 

W 

WASTING  ASSETS, 

Definition  of,  134. 
WEAR  AND  TEAR, 

Distinct     from     Depreciation, 
146. 

WILL, 

Definition  of,  352. 
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